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Part |—Papers Read at 1955 Annual Meeting 


Teaching Social Insurance as a Course in 
the Insurance Curriculum 


Epison L. Bowers 
The Ohio State University 


For a group as well versed in insurance nomenclature and academic 
terms as this one, there probably is no need to dwell upon the meaning 
of words used in the title of this paper; nevertheless, a bit of clarification 
seems to be desirable in view of the discussion which follows. Dean C. A. 
Kulp, in his social insurance course, once defined social insurance as “a sys- 
tem of formal benefits, state impelled and compelled and (sometimes) state 
operated, resulting from the pooling technique to hazards broadly social 
and universal in their effects.” Another former president of this association, 
Professor Ralph H. Blanchard, after noting that there is too much argu- 
ment whether certain schemes of “social insurance” are insurance, would 
include under the term social insurance “any insurance in which the gov- 
ernment goes beyond the regulation of practices and the dissemination of 
knowledge.” 

Fortified by this “extended coverage” definition, Professor Blanchard 
then proceeds to discuss (“Insurance”’—Mowbray and Blanchard, New 
Fourth Edition), in addition to the traditional forms of social insurance 
already covered, compulsory automobile insurance, financial-responsibility 
laws, unsatisfied judgment funds, impounding laws, Federal life insurance 
for members of the armed forces, Federal and state retirement plans, 
war risk insurance, crop insurance, Federal deposit insurance, public 
property insurance and state title insurance. Each of these authorities 
is careful to point out that social insurance plans must not be confused 
with public assistance measures and that social insurance and social security 
are not synonymous terms. 

The other important term in the title, “curriculum,” is a rather elusive 
one. If we mean by curriculum a specified, fixed course of study in which 
insurance is regarded as a “major,” as, for example, in accounting or 
marketing, there are very few insurance curricula as such in American 
colleges and universities. If we interpret “curricula” to mean a sequence 
of courses in insurance and closely related fields, the number is considerably 
larger. 

The survey of insurance courses made by Professors David McCahan 
and Morris Hamburg under the auspices of the 8S. S. Huebner Foundation 
for Insurance Education, disclosed that courses labeled “social insurance” 
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were given in 37 institutions of higher learning in 1952-1953. By way of 
comparison, there were five times as many life insurance courses given in 
the same year, six times as many general or survey courses and ten times as 
many property and casualty courses. The situation has changed somewhat 
since 1953 but not substantially. 

A sizeable number of students who now take social insurance courses 
on the under-graduate level are not insurance majors but persons interested 
in labor economics, labor legislation, industrial management and personnel 
administration, sociology and social administration, law and other dis- 
ciplines. This situation affords an insurance major a valuable opportunity 
to mingle with and exchange ideas with other students whose backgrounds 
and vocational interests are different from his own. 

The teaching of social insurance is not limited, of course, to courses 
carrying the title “social insurance.” Courses in general economics, soci- 
ology, political science, law, personal finance and other areas of study 
frequently discuss certain aspects of social insurance, sometimes under the 
heading of “social security.” In the insurance field proper the general or 
survey courses usually give some time to social insurance; each of the 
texts in the field devotes at least one separate chapter to this topic. Pre- 
sumably social insurance is considered in life insurance courses, at least at 
the points of contact between social and commercial insurance, and to a 
lesser extent in property and casualty courses. Both the C.L.U. and 
C.P.C.U. professional training programs give recognition to social insurance 
and the persons taking these professional examinations, particularly the 
one entitled “general education,” will be well advised to have a working 
knowledge of social insurance. 

Up to this point the discussion has dealt briefly with the present posi- 
tion of social insurance instruction on the collegiate level. What should 
be included in a social insurance course in the insurance curriculum leading 
to a Bachelor’s degree and how the material should be presented, turns 
principally on the question “What are the purposes of the course?” Since 
the course we are discussing is in the insurance curriculum, it may be pre- 
sumed that students who take it have as their goal some type of work 
involving a knowledge of insurance; that such a career will m«terialize in 
any given case is by no means certain. Whatever the type of insurance 
work pursued, some knowledge of the vrigins, the nature, the operations 
and the values of the social insurance institution should assist one to do 
his work properly. If this purpose seems to be pitched on too low a voca- 
tion level, let us say that one’s professional status will be elevated by a 
knowledge of social insurance. But even above and beyond “the vital 
elements of the professional concept,” there are broad social values to be 
derived as the real meaning of social insurance institutions becomes 
manifest. 

The underlying purposes of the course dictate to a considerable extent 
the content and manner of presentation. At this point I am not concerned 
with the pedagogical details but rather-with the spirit in which the course 
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is conducted. Social insurance is an instrument of great potentialities. It 
affects everyone, and for millions of persons it is the only system of formal 
benefits paid as a matter of right which stands between them and destitu- 
tion. It has great capacity for growth. But social insurance can also be 
misunderstood and abused, even by those who benefit most from it. It is 
a delicate instrument; it cannot be stretched too far, particularly in respect 
to benefit amounts and eligibility requirements, without losing its basic 
values. It suffers from political manipulation and it is ever at the mercy 
of those who would misrepresent it. The teacher of the social insurance 
course needs to be aware of the true nature of the subject with which he is 
dealing. 

In a paper of this sort it is neither possible nor desirable to outline in 
detail the contents of a social insurance course suitable for insurance majors. 
The following topical outline is suggested mainly to provide points of 
reference. 


. Economic Insecurity 
Basic Characteristics of Social Insurance 
The American Economic Security System 


The Problem of Unemployment 

Unemployment Compensation: Coverage and Benefits 

Unemployment Compensation: Financing and Administration 

The Guaranteed Annual Wage: Its Relation to Unemployment 
Compensation 

8. The Problem of Disability 

9. Workmen’s Compensation Insurance 

10. Non-Occupational Disability Insurance 

11. Voluntary Health Insurance 

12. The Federal Government and Health 


13. The Problem of Old Age and Premature Death 

14. Federal Old Age and Survivors’ Insurance: Coverage and Benefits 

15. Federal Old Age and Survivors’ Insurance: Financing and Admin- 
istration 

16. Voluntary Provision for Pensions and Survivors’ Income 

17. The Liability Hazard 

18. Miscellaneous Social Insurance Plans 

19. The Railroad Social Insurance System 


20. Relationships Among the Social Insurances 
21. Trends and Issues in Social Insurance 
22. The Emerging Place of Social Insurance in the American Economy 


PP 9 po 


First, a word about the general arrangement of the main topics and 
the amount of time to be devoted to each section. The first three topics, 
comprising the introductory section, are in many respects the most im- 
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portant part of the course. More time should be devoted to them than to 
any other three topics. These introductory topics should delineate the 
hazards to be considered, discuss the nature of insurance in general and 
analyze the basic characteristics common to all types of social insurance. 
They should make clear the origins, objectives and limitations of social 
insurance and place it in its proper setting in relation to public assistance 
measures and to that popular but much misused term social security. 
Finally, the introductory section should emphasize the interrelations of 
social insurance coverages with their counterparts in the commercial in- 
surance field. In doing these things this section should establish the pattern 
of the course, particularly in respect to giving adequate consideration to 
“why” as well as to “what” and “how.” 

The following three sections then consider four of the principal forms 
of economic insecurity, starting first with the primary causes—unemploy- 
ment, disability, premature death and dependent (economic) old age. Each 
is considered first in the nature of a problem with particular emphasis upon 
the characterization of the hazard for social insurance purposes. Then the 
insurance mechanism is treated under the headings “coverage and benefits” 
and “financing and administration.” The preventive aspects of social in- 
surance, particularly in respect to experience rating in occupational dis- 
ability and unemployment compensation coverages, are treated under 
financing. Voluntary provisions for dealing with the hazard, some of them 
in the nature of supplements to social insurance, round out the discussion. 

The order of treatment may be of some significance. The first hazard 
to be considered in the suggested outline is unemployment. Perhaps this is 
only a throwback to the depression period. Since unemployment com- 
pensation insurance is not being written by the commercial companies, it 
can be considered as an exclusive social insurance coverage without supple- 
mentation by the commercial companies. 

The discussion of the social insurance coverages might well begin with 
disability. If there is any advantage in chronological treatment, it can be 
remembered that the earliest form of social insurance in this country was 
workmen’s compensation. However one begins, it seems desirable to con- 
sider the problem of dependent old age after unemployment and disability. 
Most persons are not privileged to meet the vicissitudes of old aye until 
they have first grappled with unemployment and disability. The insecuri- 
ties of earlier years obviously impair one’s capacity to prepare for economic 
old age; they exert their adverse cumulative effects at the very time one 
is least able to cope with them. 

In defense of those who prefer to start a discussion of social insurance 
coverages with the Federal Old Age and Survivors’ Insurance system it may 
be said that if the dependents of an insured worker become survivors, the 
deceased will not need to be concerned about either unemployment or dis- 
abiiity benefits. 

Two further general observations may be made about the four hazards 
under discussion. Recent developments seem to indicate the desirability 
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of giving some consideration to the guaranteed annual wage (GAW), with 
particular reference to its role as a supplement to unemployment com- 
pensation insurance benefits. Although GAW plans do not meet some of 
the tests of a social insurance measure, it will be recalled that the Federal 
Social Security Act makes provision for such guarantees. While there are 
basic interrelations between the guaranteed annual wage and unemploy- 
ment compensation insurance, which neither can ignore, there are also 
important differences between them in concepts and practices. 


In 


1. 


2. 


In 


common GAW and UC have: 


The purpose of providing income to eligible unemployed workers on 
a predetermined, guaranteed basis. 

Requirements for eligibility and qualification that rest upon: 

a. The employee’s past employment 

b. His continued availability for work 

Payment of benefits in relation to past earnings with maximum 
weekly benefit amounts and maximum duration periods. 

Financial provision by employers only in the form of a payroll tax 
or contribution. 


contrast, GAW and UC have these differences: 


The underlying philosophy of GAW is that the individual employer 
is responsible for providing work and wages; the principle under- 
lying UC is that society as a whole, through the state, has this re- 
sponsibility. GAW emphasizes the responsibility of the employer 
for whom the employee has last worked to provide work or wages, 
whereas in UC the responsibility rests upon all employers (through 
the pooling of risk) and upon public policy. 

Whereas UC historically has presumed, and in practice continues 
to presume, that the worker is mobile and should be willing to take 
any “suitable” work which is availablee GAW emphasizes the 
worker’s attachment to his last job and the expectation that he 
will return to it. A person eligible for GAW is still in an employ- 
ment relation, whereas a UC claimant is, at least in some respects, 
separated from his job. 

UC benefits are the product of a legislated institution which oper- 
ates in every state, whereas GAW payments today are likely to be 
the product of collective bargaining, in some cases a part of a 
“package” upon which the employer and union have agreed. 
Under GAW, each plan establishes for itself the conditions of 
entitlement, which may vary greatly from plan to plan; under UC 
these conditions are established by the State Legislature, sometimes 
modified by decisions of review boards and the courts, and are 
uniform throughout the State. 


A second general observation about the four hazards under considera- 








10 Journal American Association University Teachers of Insurance 


tion relates to disability. In contrast with unemployment, premature death 
and dependent old age, we find that disability, particularly non-occupa- 
tional disability, has been largely neglected insofar as social insurance 
remedies are concerned. Aside from the state workmen’s compensation 
systems, government participation is limited to the non-occupational plans 
(mostly cash benefits) in four states and to the railroad system which 
provides benefits for both temporary and permanent disability. The freez- 
ing of the OASI status of permanently totally disabled persons, beginning 
July 1, 1955, only served to call attention to the absence of Federal dis- 
ability measures. 

The big gap in the American economic security system is disability 
protection. Fortunately, a variety of non-governmental measures, ranging 
from Blue Cross to individual contracts and group disability plans pur- 
chased from commercial insurance companies are partially filling this void, 
more in respect to medical care than to cash benefits. Consideration needs 
to be given to these voluntary health insurance plans to get an adequate 
picture of the disability situation in this country. 

Although a comprehensive Federal health insurance system has not 
been established in the United States, there continue to appear various 
Federal proposals for providing limited amounts of disability protection. 
The Federal government is involved in health measures in many ways. 
All of this participation is significant and requires some discussion in a 
social insurance course. 

The topical outline suggested above includes a fifth major hazard which 
should be brought under the aegis of social insurance, namely the liability 
hazard. There are many kinds of liability claims but the most common 
one is that arising from automobile accidents. Since such accidents average 
over two per minute, a large number of liability claims for injury to persons 
and damage to property is inevitable. The situation presents two types of 
hazards. The traditional one, with which commercial insurance is prin- 
cipally concerned, is that a motorist can be held liable under the laws of 
negligence and that unless he has adequate liability insurance coverage he 
may be forced to pay large sums of money which may affect him adversely 
just as seriously as if he himself had suffered a major disability. 

T r persons who sustain losses the existence of the liability system has 
taken the stature of an “institution” which operates to indemnify them for 
these losses. The recovery is not guaranteed, but because the institution 
exists, the probability of some recovery is high. The government in making 
liability insurance compulsory, as in the case cf public conveyances, so- 
called “under-age” drivers in some states and all motorists in Massa- 
chusetts, increases the chances of reaching a settlement because of the 
knowledge that a method exists to achieve indemnification. When persons 
are forced or encouraged to protect themselves against liability they at the 
same time fulfill an obligation to the community. 

When a government provides a compulsory system for paying personal 
injury and property damage benefits to persons irrespective of fault, the 
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coverage is of the compensation type. Saskatchewan is operating an out- 
right social insurance plan of this type in the automobile accident field. 
Some liability insurance for motorists is still being written in this province. 

Most motorists are not required to carry automobile liability insurance, 
but various kinds of financial and safety responsibility laws have made the 
carrying of liability insurance highly desirable and in some cases, following 
an automobile accident, compulsory. So-called “impounding” laws, which 
may deprive the motorists of the use of, or even the ownership of, his 
automobile, provide an additional stimulus to the carrying of automobile 
liability insurance. 

To protect the persou who has a legal claim for damages against a 
“judgment-proof” motorist, several states and Canadian provinces have 
government-administered “unsatisfied judgment” funds from which lia- 
bility claims are paid under certain specified conditions. These funds are 
financed by all motorists, in New Jersey the uninsured motorists paying 
more than the insured motorist. Many commercial insurance companies, 
for an additional premium, provide a similar type of coverage to their 
insureds, In this connection reference may also be made to “medical pay- 
ments” which provide a compensation type of coverage. 

Whether or not one thinks that measures of this sort fall under the 
category of social insurance, it seems clear that their purpose is to deal 
with a broad social problem; that without government compulsion they 
would not exist to the extent that they do today. The application of the 
pooling technique, however, is not always evident. 

The railroad social insurance system is included even though it covers 
a relatively small number of workers—two million in the course of a year, 
compared with nearly 50 million under OASI—but the number is com- 
parable to the total of all state and local retirement plans or to the Federal 
civil service system. The real significance of the railroad plan, however, 
lies in these features which provide distinction to the system: 


1. Adoption of an injury liability system which has persisted apart 
from State workmen’s compensation systems. 

2. Integration of the remaining social insurance coverages under two 
coordinated statutes, one providing for retirement, permanent dis- 
ability and survivorship, the other for temporary disability and 
unemployment. 

3. First enactment by Congress of a law for a single industry to create 
a federally administered pension system. 

4. Exclusive protection under public law, with no supplementary pri- 
vate system provided by the industry, for unemployment and old 


age. 


The primary forms of economic insecurity—unemployment, disability, 
premature death and economic oid age threaten livelihood by cutting off 
earned income. Current income from pre-earned savings, in whatever form 
they may be invested, may also be lost. In a free enterprise economy, 
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governments cannot very well tell people how to invest their savings, 
although the Federal government does so to a limited extent in OASI. 
Governments do attempt, however, to throw certain safeguards around 
investing in corporate securities; state governments attempt to assure 
adequate commercial insurance reserves and within limits the Federal 
government insures bank and building and loan deposits. Other examples 
could be cited. Some of these activities may not be in the traditional social 
insurance category, but it would seem appropriate in a social insurance 
course to give some consideration to those government programs which use 
social insurance methods to protect in a limited way the savings and prop- 
erty of the public generally. 

We come now to the concluding topics in the suggested social insur- 
ance course. In summary form they include the relationships among the 
social insurances, trends and issues in social insurance and the emerging 
place of social insurance in the American economy. 

The relationships among the various forms of social insurance are based 
upon the fact that they deal with common and interlocking problems. 
Thus, as noted above, the major forms of social insurance are all concerned 
with the preservation of income in periods of loss of earnings, although 
each program is designed to protect against loss due to different causes. 
Typical of the relationships which might be developed in the course are 
these: 


1. Throughout the history of the social insurances there has been a 
tendency for one form to set the coverage pattern for another. 
Workmen’s compensation, by being the first form, had an important 
impact upon the others. Unemployment compensation coverage 
borrowed heavily from workmen’s compensation in every respect 
but in the definition of the employing unit. There, in the light of 
past difficulties with the master-servant doctrine, a bold attempt was 
made to define the relationship in broader, more inclusive terms than 
had been used in workmen’s compensation. 
The workmen’s compensation, unemployment compensation and 
non-occupational disability programs all require that the claimant 
be attached to the labor force; but in workmen’s compensation, 
because of the nature of the contingency insured against and the 
readily apparent effect of an injury upon the worker’s earning power, 
no prior period of attachment is required. New York follows the 
same procedure in respect to its non-occupational disability insur- 
ance system. Obviously, the requirement to establish the presumed 
right of the worker to an expectation of continued employment and, 
hence, of earnings is most important in connection with unemploy- 
ment compensation. 

3. Workmen’s compensation, unemployment compensation and non- 
occupational disability insurance all use payroll as the base for 
contributions {premiums) but the relation of payroll to risk ex- 
posure is not the same in each type of coverage. In retirement sys- 


no 
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tems the payroll is also the base for contributions, but employee, as 
well as employer, contributions are the rule. This is due in part to 
the historical origins of employee benefit plans; in part to political 
necessity and to other reasons. 


The issues in and associated with social insurance are many. They 
appear in connection with coverage, eligibility, disqualifications, weekly 
benefits amounts, financing, administration and in many other provisions 
of the laws and their operation. Out of these issues develop trends, some 
of which are more discernible than others. The trends indicate, sometimes 
not too clearly, the emerging place of social insurance in the American 
economy. 

These are some of the general conclusions which may be drawn today: 


1. Social insurance is an accepted American institution which con- 
tinually is growing in stature. Social insurance is very young in terms of 
the life of institutions and subject to continual change. 

2. A higher degree of economic security is one aspect of a rising 
standard of living. Higher standards for minimum requirements for eco- 
nomic security result from a rising standard of living and in turn raise the 
standard. 

3. The public appeal values of social insurance are recognized by all 
political segments. The party in power attempts to estimate how much 
economic security is necessary to retain the political support of its adher- 
ents and to gain new supporters; the out party attempts to use economic 
security issues in its attempt to return to office. The results are both good 
and bad. 

4. The number of persons, including dependents, covered by the sev- 
eral forms of social insurance is so large that it represents one of the 
potentially largest “vested interest” groups in the country. However, 
members of vested interest groups may also have other conflicting vested 
interests. 

5. The increase in the number of collective bargaining agreements in 
the industry, by providing benefits which are built upon existing social in- 
surance benefits, further strengthens the social insurance measures. Social 
insurance benefits have, in effect become part of the wage structure. As 
such these benefits become a kind of prerequisite to whatever else is in- 
cluded in the collective bargaining package. It is recognized that the com- 
bination of government and commercial insurance coverage has maximum 
financial security. 

6. A further increase in social insurance coverage is indicated. A 
rising population increases the size of the labor force which in turn in- 
creases the number of covered workers and their dependents though not 
necessarily in the same proportion. Coverage is also being extended to 
groups not previously covered. 

7. Because of the large sums of money involved, the several social 
insurance Measures may be expected to exert significant impacts upon the 
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economy. Some of these impacts are greater than the actual sums of 
money might indicate. Money paid as benefits possesses a high “velocity” 
factor in that most of it is spent very quickly. The force and direction of 
these impacts show considerable variations depending upon a number of 
factors including the type of social insurance and the general economic 
situation. 


In respect to costs, the employers’ contributions, which constitute the 
major part of all contributions, may be considered as a wage expense which 
enters in varying degrees into the costs and selling prices of goods and 
services. Since both contributions and benefits are determined by statutory 
formulae, they tend not to keep pace with wages, prices and other eco- 
nomic factors. 

As suggested earlier, various types of social insurance exert different 
economic effects, some of which are: 


a. Unemployment compensation: By its very nature, a larger total 
amount of benefits will be paid when economic activity is declining. 
This stimulating effect on the economy may be partially offset, after 
a time-lag, by the added costs which employers assume because of 
experience rating. 

b. Workmen’s Compensation: In contrast to unemployment com- 
pensation, industrial injury benefits will decline, but not proportion- 
ally, as employment declines. If other workers take over the jobs of 
injured workers, there need be no reduction in total wages. Under 
experience (merit) rating the cost of workmen’s compensation in 
time will decline and this will reduce employers’ costs and be a 
stimulating factor to the economy. 

c. Old Age and Survivors Insurance is in the nature of a “balance 
wheel” to the economy. Althowzh retirement may be hastened by 
adverse economic conditions and death rates show some variations, 
the upward trend in OASI benefit payments exhibits considerable 


uniformity. 


The foregoing discussion relates principally to the topical organization 
of a social insurance course in the insurance curriculum. Throughout the 
course there are a number of points which should be emphasized. Here are 
some of them: 


1. The vital problems presented by economic insecurity must be dealt 
with in one way or another. Situations arise in which individuals and 
families cannot take care of themselves; in some cases they might have 
done so had they taken the necessary advance steps to prepare for the 
emergency. Since society is confronted with this situation it can use what- 
ever lawful measures are most appropriate to deal with economic insecur- 
ity; by the use of democratic procedures it can redefine what is lawful. 

2. Where compulsion is desirable or required to pool the resources of 
many persons to deal with a broad, social hazard, the social insurance 
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institution has unique advantages foremost among which is the payment 
of benefits as “a matter of right” rather than on the basis of a “needs” 
test. Because the cost can be widely distributed, it is possible to blanket 
under coverages some persons who are unable to secure other protection; 
it fuses ther: into a larger “universe” so that they can be handled on a 
uniform basis—the older with the younger, the weaker with the stronger, 
those exposed to a greater hazard with others exposed to a lesser hazard. 
This type of “pooling” can be effected only by having some persons sub- 
sidize other persons. The subsidy principle is basic to social insurance, but 
it is by no means limited to it. 

3. There are common elements in and differences between social in- 
surance and commercial insurance which should be understood by every 
citizen, especially by the members of the insurance profession. Passing over 
the common elements, the differences betwen social and commercial insur- 
ance should be made clear early in the course, party to avoid unnecessary 
argument later. 

The principal distinction to be drawn between social and commercial 
insurance is the relative emphasis placed upon individual equities. “In 
social insurance there is no need for a precise allocation of financial cost 
for an accounting record or for a precise relationship between benefits and 
contributions.” In commercial insurance there is much emphasis upon 
premium rates in relation to the protection provided. The rating principles 
used in social insurance have their own justification; that they are different 
from those used in commercial insurance does not mean that they are less 
tenable. Too often there is a disposition to judge existing or proposed new 
coverages in terms of conventional insurance principles and standards. 

4. The American economic security system is a dual system in which 
social and commercial insurance coverages are integrated. Social insurance 
provides a “floor” of coverage which is being supplemented by commercial 
insurance. An expansion of social insurance stimulates an increased demand 
for commercial insurance coverage for the same hazard. Through a com- 
bination of compulsory and voluntary coverages more persons are pro- 
vided with more protection than would be possible under either plan alone. 

The significant fact today is that millions of persons in nearly all walks 
of life automatically acquire social insurance rights with their jobs. Take 
the hypothetical case of Brown, a machinist in an industrial establishment. 
If he suffers a fatal injury on the job his wife and dependent children in 
all probability will be eligible for workmen’s compensation benefits, say a 
total of $10,000. They probably will also be eligible for Federal sur- 
vivors’ benefits (OASI), say a principal sum value of $20,000. If Brown 
had been in military service, had purchased all of the NSLI insurance to 
which he was entitled and had retained it, the family will have available 
another $10,000—a total principal sum value of $40,000 in social insurance. 

On the commercial insurance side Brown may have, for example, $5,000 
of group and $15,000 of individual life coverage, plus $2500 credit in a 
pension fund which is available as a death benefit—a total of $22,500 prin- 
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cipal sum, or a grand total from both social and commercial insurance of 
$62,500 principal sum. Had Brown lived, the proportion of his total pro- 
tection in commercial coverages would likely have increased. 

This example could be duplicated with variations in disability and old 
age dependency situations. It clearly indicates the close relation existing 
between social and commercial insurance. In each case benefits are paid 
“as a matter of right,” from provision made well in advance of the occur- 
rence of the contingency. 

5. The insurance industry as a whole is faced with the fact that an 
increasing segment of its market is coming from sources related to social 
insurance. Increasingly labor unions are negotiating “package” contracts 
which call for the supplementation of social insurance benefits. Frequently 
these additional benefits are provided by a commercial group plan. 

6. Social and commercial insurance have a leavening influence upon 
each other. The commercial underwriter who understands social insurance 
history and principles will have a better appreciation of the problem of 
economic insecurity and he will see new ways of applying his professional 
knowledge to a solution of the problem. The worker in social insurance 
who understands the theory and problems of commercial insurance should 
likewise be able to do a better job. 


In conclusion it should be added that the relationships between social 
and commercial insurance have undergone considerable change during the 
twenty years since the passage of the Federal Social Security Act. Addi- 
tional changes in the future appear to be inevitable. A person who is 
really interested in commercial insurance as a means of livelihood will do 
well to spend at least a little time on the concentrated study of a type of 
insurance coverage so intimately related to his own product. 




















Discussion 


C. A. Kup 
The Wharton School of Finance and Commerce 


First, I wish to compliment Professor Bowers on the range and the 
imagination of his treatment of the topic assigned to us. My comments 
are concerned with: 


1. Premises omitted or unstated. 

2. Materials or points of view omitted or underemphasized. 

3. Questions on the order of presentation of social insurance and 
related materials. 


Premises Omitted or Unstated 
The author says at one place: 


“What should be included in a social insurance course in the insurance 
curriculum and how the material is to be presented turns principally on 
the question ‘What are the purposes of the course?’ ” 

Precisely; so I am surprised that nowhere in the paper does he indi- 
cate whether the social insurance course he is discussing is at the graduate 
or undergraduate level; nor, an equally pertinent question, the number of 
semester credits he allots to it. In my judgment the answers to these 
questions make all the difference; they predetermine for example whether 
the course is one that digs deep, emphasizes the why, or whether it is one 
that attempts comprehensive coverage at a shallower level. 

My own experience in this field has been almost exclusively in graduate 
teaching, and my own preference is for the deeper digging. If this is the 
approach selected, something has to be given up in the way of compre- 
hensiveness. Borderline insurances such as compulsory automobile liability 
and analogous plans have had (except for passing allusions) to go by the 
board, in my experience. An omission logically much more difficult to 
justify but which I also have had to make, is that of workmen’s compensa- 
tion. In the early years of my teaching, workmen’s compensation was in- 
cluded, partly because it belongs, partly because in this country we had 
no other social insurance. Graduate students nowadays also usually have 
at least a bowing acquaintance with workmen’s compensation before I 
get them. 

I should add that I believe the Bowers outline attempts too much even 
for an undergraduate course. 


Materials or Points of View Omitted or Underemphasized 
I agree with the author that his first 3 topics, the introduction to the 
(17) 
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course, are the most important. I have the impression, however, that he 
regards these as somewhat less important than I do; this may be partly 
a matter of semantics, partly of order of presentation. I am a firm believer, 
and a confirmed practitioner, of what might be called “background teach- 
ing,” that is, emphasis on the physical, social, economic and political facts 
and factors that produce the social insurance institution. For example the 
introduction chapters, in my opinion, best lead up to the American social 
insurance institution in this order and with this emphasis: 


(a) The nature of insurance; the requirements of insurability in 
general. 

(b) The nature of social insurance, including consideration of differ- 
ences between insurability in general and of socially insured risks. 

(c) Social insurance origins (these are primarily but not exclusively 
European). 

(d) Social insurance objectives (histories, memoirs and even the better 
texts, like that of Rubinow, are mines of information.) ; 

(e) Social insurance limits and limitations: financial, economic, politi- 
cal, human. 


The third, fourth and fifth of this list seem inadequately emphasized in 
the Bowers outline. 

I am aware that critics of my approach may detect in it more social 
than insurance. To which the answer is: they are entirely right; the 
institution itself is more social than insurance, too. It must be pointed 
out, however, even in this gathering, that social insurance need not be and 
often is not taught as an insurance course; and I see no reason to piay 
down its social characteristics for insurance majors. Indeed, I see a strong 
reason not to play them down. 


Questions on the Order of Presentation of Materials 


My last comments and question are as much on emphasis as of order 
of presentation of materials. In studying each of the social insurances I 
prefer this order and emphasis: 


(a) Analysis of what the author calls “the problem”; that is, the char- 
acteristics of the social insurance risk which in turn determine the 
extent of possibilities of prevention and insurability and of the 
feasibility of other programs, public and private. 

(b) Programs for treatment of the problem (the following brief outline 
uses the unemployment risk as an example): 

(1) Private-voluntary 
—preventive (stabilization, experience rating) 
—other (guaranteed annual wages) 

(2) Public 
—social assistance (cash relief, work relief) 
—public works 
—social insurance 
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I give considerable attention to the social assistance systems which have 
so many and so vital interrelations with social insurance and which run in 
both directions. 

By contrast, the order in which the several social insurances are pre- 
sented seems to me to be of small importance; certainly I do not under- 
stand the rationale of the order in which they may be expected to touch 
the individual. I recall that more than 25 years ago I began with un- 
employment insurance. Then in some curriculum emergency I was asked 
to begin with old age insurance. I can’t seem to detect any difference 
in effectiveness, principally I believe for two reasons. One, once the intro- 
ductory materials are properly ground in, the principles can be applied 
to any individual social insurance, in any order. Two, as every teacher 
knows, strict logic in order of presentation is never possible; one is always 
reaching ahead to collate current with future materials and ideas just as 
he is always reaching back to connect current discussion with that of the 
past. 

Professor Bowers reserves discussion of relationships among the social 
insurances and of trends and issues to his concluding section of three topics. 
My own feeling, and I have no doubt he will agree, is that these contrasts 
and comparisons, these broad and (we teachers hope) brilliant generaliza- 
tions and insights are most effective when they are introduced in the dis- 
cussion of substantive materials throughout the course. Indeed, without 
these wise saws and modern instances, discussion of the substantive ma- 
terials will be uninforming and dull indeed. 

In conclusion, I hope it is not necessary for me to emphasize that I 
found the Bowers’ paper interesting and stimulating. It is a worthwhile 
addition to the literature of a subject which has been neglected in our 
proceedings and in the printed Journal. 








The Place of the College Graduate in Life 
Insurance Sales 


CHARLES J. ZIMMERMAN, C.L.U. 
Managing Director 
Life Insurance Agency Management Association 


I’m on the receiving end which is the tough end because you have to 
begin to give after that, and I’m not too sure what I can give this audi- 
ence, a very distinguished one. It is an audience with which I am par- 
ticularly happy to be, however, because perhaps more than any ot» r 
group, you have done things for the Agency Management Associai:on. 
Through our Relations With Universities Committee, you have participated 
in our various conferences of Placement Officers, of Deans of Schools of 
Business Administration, in our Speakers’ Program through which many 
of you have invited speakers to represent the institution of life insurance 
at your universities and colleges, and in the various other aspects of that 
program. I’m particularly happy, too, to meet with you because I have 
so many friends in this group including your officers Larry Ackerman, Bi"! 
Beadles and Hamp Irwin. 

About 1953 you made a survey in Ohio of factors conditioning a college 
graduate for choice of job. As I recall the figures, the distribution of job 
choices by male students was about as follows: 27% said they wanted 
to go into production activities of various kinds; 24% into sales activities, 
which included advertising; and 17% into nonbusiness activities such as 
the professions, doctors, dentists, lawyers; and 13% into office work, in- 
cluding accounting and personnel. 

The things that surprised me here were two in number ne, the fact 
that 24% of this group said they were interested in sales. This is som what 
contradictory to what we generally believe; namely, that a very small 
percentage of a college undergraduate body is interested in sales work. The 
second thing which was surprising and impressive to us was t*~ fact that 
in talking about how they happened to get interested in this particular 
type of career, whatever it might have been, the group selecting sales said 
that the most important infiuence that had guided its thinking into sales 
channels were the courses which they took in college dealing with insurance 
matters and the influence of their instructors. 

I suggest to the life insurance business that we owe you a great debt 
of gratitude in that connection because I am quite sure that without the 
influence of the teachers of insurance, very few of these folks would have 
been guided in the direction of sales work, and very few of those who were 
guided in that direction would have chosen life insurance or insurance sales 
for their particular career. 


(20) 
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Now, I should like to talk to you about the place of the college graduate 
in life insurance sales from the standpoint of, first of all, the college gradu- 
ate of some maturity, the alumnus who has been out for a period of two 
or three years or more, and, secondly, and perhaps more importantly, from 
the standpoint of the undergraduate who is just getting ready to start his 
business career, and, thirdly, about the opportunity today, and finally about 
the opportunity in the future. 

A few comments about the place of salesmanship in the American 
economy, I think, are appropriate. I read some years ago a book called 
“Persuade or Perish” by Wallace Carroil who was with the OWI in London 
during World War II, in which he pointed out that we have to be per- 
suasive or perish. He said that this was true not only of salesmen, but 
also true of teachers. As I think back on my own college days, I guess the 
* ochers who made the greatest impress on me were those who were most 

‘suasive. He said it was true of ministers. He said it was also true of 

ations and that if we could not persuade people to our way of thinking, 
we would perish as a nation. And so, in its broader sense, I guess all of us 
are salesmen. 

In addition to this, I think that the salesman surely is an educator. 
In a very literal sense, he raises the standards of living of our people by 
creating desires; he is an individual who has helped to build this great 
industrial economy of ours by persuading people to use the products of 
that economy and he is a guarantor of efficiency because he brings a tre- 
mendous competitive impact into our market place, one which guarantees 
efficiency. 

In the future, it seems to me, that this job of salesmanship will become 
increasingly important because we have the capacity to produce far beyond 
our ability to consume. So this competition for the consumer dollar will be 
an increasingly intensive competition and as a result of this, the place of 
the salesman in our economy, in my opinion, will became a more important 
one as our economy steps up its tempo and as we further broaden the 
spread between our ability to produce and our ability to buy the products 
which are produced. 

In any event, I think that the salesman’s place in our economy will 
become more important and that he will be a better paid individual as 
time goes on, if for no other reason than that everyone else will be better 
paid and that we will have to meet this pace by better compensating our 
salesmen. 

Salesmanship as such is nothing magical. There is nothing slick about 
it and there need be no pressure about it. I would like to emphasize this 
point because we distort it in presenting a picture of salesmanship. 

Just a few weeks ago, I happened to be with a group of placement offi- 
cers. We were discussing this particular subject and one of the placement 
officers made a comment about a very successful life insurance salesman who 
had graduated from the Harvard School of Business and had been in the life 
insurance field now for about a period of two years. He said that this 








22 Journal American Association University Teachers of Insurance 


fellow could sell anyone. Then he went on to say that just a while back, 
our salesman had picked up a couple of hitch-hikers while driving into 
Boston from New Hampshire. Then he added: “You know, he sold those 
fellows life insurance on the way to Boston.” While this is a very interest- 
ing story, it is not typical. Salesmanship is not slick. It is not spectacular. 
Salesmanship is just good hard, sound, sincere, persuasive work. One thing 
that I should like to impress on this group because you, in turn, have the 
responsibility of explaining salesmanship to those who study under you, 
is that you not give the impression of the salesman as a sort of superman, 
a high pressure, very imaginative, very fast talking, very slick individual. 

It is true that the life insurance salesman has to be a creative type of 
salesman. He has the job of face-to-face salesmanship in his daily activity. 
He has to be persuasive in its very best sense. 

What does the college graduate look for in a career of any kind, and 
particularly in a sales career? He looks for opportunity to serve people. 
The Carnegie Foundation recently released a preview of a study which 
was made at Cornell, in which some 13,000 college undergraduates were 
asked certain questions about what they wanted to get out of life. It was 
tremendously interesting and pleasing to me to note that the overwhelming 
majority of these undergraduates felt that what they wanted was an oppor- 
tunity to serve. They said, “We are interested in what we can get out of 
the job, rather than what we can get for the job.” It’s a rather idealistic 
viewpoint and one which is very encouraging. 

And so they want an opportunity to serve people. They want prestige 
and the approval of others. They want the opportunity for advancement. 
They want the opportunity to make money, naturally, and they want 
security for the present and future. 

Does life insurance offer these various factors? I should like to review 
them very briefly, but first of all, I want to suggest to you that the best 
answer to this question lies in the fact that life insurance does seek, does 
attract, does induct and does retain a very large percentage of college men. 

A recent survey of our Aptitude Index results show that only 14% of 
the men tested did not attend college. In other words, 86% of the men we 
tested for sales jobs had either attended college or graduated from college. 
More surprising and more pleasing, was the fact that 43% of these people 
had graduated from college, and an additional 21% had earned a Masters 
Degree or Doctorate. This is quite an impressive record. Keeping in mind 
that even today only 1 out of 4 high school graduates enters college and 
that 9 out of 10 do not graduate, this record becomes even more impressive. 

The conclusion here, I think, is that the life insurance business is at 
least seeking the college graduate. Another example deals with the sales 
recruits tested by five major companies in the last 12 months. In this 
case, 81% of the men placed under contract attended college. 

What kind of college man are we getting? Are we getting a particular 
type or not? Here is the type of college men we are attracting into the 
business. These men come to us from colleges of various sizes, large and 
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small. There is no differentiation there. They are men who have often 
majored in business administration or commerce courses, or, secondly, in 
English or journalism, or, thirdly, in history or science. They are men who 
come from high income families. The fathers of over one-third of these 
men coming into our business have an income of $12,000 a year or more 
at the time their sons enter our business. 

Eighty per cent of these recruits are married. They are a pretty inde- 
pendent lot, for only 20% of their wives work. They are men of character 
because almost all of them state that they can borrow $3,006 or more on 
their personal note. Their previous earnings are high. They are above the 
median for men of their age group and educational expetience. Over 60% 
of them are on a job at the time they enter the life insurance business; 
in other words, they are transferring from one position to another. They 
are not unemployed. Over 50% of them tell us that the income which 
they are receiving from their present job is sufficient to give them a decent 
standard of living. Only 8% of them tell us that their income is too low 
to give them a decent standard of living. Over 50% of them have lived in 
their communities for three years or more. 

So this is the stereotype of the group. Now, what are the chances of 
success of these individuals? Our Aptitude Index records over a period of 
years, show that the greatest chance for success in life insurance selling is 
enjoyed by the college graduate; the second greatest by the high school 
graduate, and last on the totem pole is the man who attended college but 
did not complete his course. The college graduate is by far our best bet. 

One of the large New York companies studied its list of 300 leading 
producers last year and found that 80% of these men were college gradu- 
ates. The Million Dollar Round Table survey of 1953 shows that the 
median age of entry into life insurance selling of its members was age 26 
and that 80% of these members of the Million Dollar Round Table at- 
tended college. The CLU Silver Anniversary survey showed 65% of the 
CLU’s are college graduates and an additional 23% attended college, 
making a total of 88%. 

We made a very quick survey of past members of LIAMA’s Board of 
Directors, a position we think holds some distinction. Of 69 men who had 
served on our Board over a period of the last 10 years, 68 had attended 
college. Incidentally, their average age at entry in the business was 25. 

I think we can conclude some things from this. First of all, the life 
insurance business is seeking the college graduate. Secondly, it is attracting 
college graduates. Thirdly, it is retaining college graduates. 

Now the next $64 question is, how about the man who comes direct 
from the campus? We have been talking heretofore primarily about the 
man who has been out for two, three or four years. How about the recent 
college graduate? Let’s admit to start with that this is a much more 
difficult problem. Also, let’s admit that there are a few companies which 
are not interested in recruiting college undergraduates for sales work. 
Also, there are a number of agencies in every company which are not 
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interested in recruiting college undergraduates. These are facts which you 
know as well as I do. In other words, these few companies and these 
agencies in every company say that they want a man to come to them 
with a greater degree of experience and maturity than it’s possible to have 
by recruiting the college undergraduate. Fortunately, there are only a 
few of these because if all business felt as these few feel, the recent college 
graduate would indeed have a difficult time. It is true that the recent 
college graduate or the college undergraduate has less maturation back- 
ground. As a result, he has some problems when he enters our business, 
or any other, which the man with more maturity, more experience does 
not have. However—and I should like to emphasize this point—if he 
seores as high on the Aptitude Index as a mature man would score, his 
chances of success are every bit as good as are those of the more mature 
man. And the degree of his success will be greater. 

A word about turnover is in order. We can’t talk about careers without 
taking turnover into consideration. Our turnover is still about 50% during 
the first 12 months—the same figure that we have had for the past 15 
or 20 years. But, when we are talking about the young college man, are 
we talking not so much about turnover as transferring from one job to 
another? And isn’t this a rather natural thing to expect? Do you not 
have this same problem with your undergraduate students in transferring 
from one major to another? Can you expect this younger man to have 
all of the answers which an older man has learned by experience? Perhaps 
we have something to learn here in the way of vocational guidance. I sus- 
pect that we have. 

In any event, we are continuing to work toward improving turnover 
in our sales ranks. Keep in mind that some of our turnover is self-imposed. 
We have developed a postselection research tool which indicates with 
startling accuracy whether a man will succeed in the life insurance sales 
business by analyzing his first six months’ record. Many of our companies 
today, based on that research and on those indications, force these men 
out of the business even though they would like to remain in it. Now, I 
suggest to you that this is in the interest of the individual as well as of 
the business and that an experience of six months’ duration, even though 
not successful, nevertheless is not a tragedy in an individual’s life. It only 
becomes a tragedy if failure is prolonged. 

I would suggest one other thing; namely, that we fail people out of 
our business, whereas many others fail them into the business. In other 
words, often the man who just doesn’t make the grade is not fired. He is 
allowed to remain as a failure in the business. That is not true of life 
insurance sales. You either succeed or you are out. I suggest to you, too, 
that we can take a great deal of encouragement from the fact that the 
turnover of agents in some companies is much better than in others and 
in some agencies is so low as to be almost unbelievable. Just yesterday, 
I had lunch with a very able general agent. who in the last ten years has 
recruited 15 men, mostly college men and some of them right off the 
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campus. Ten years later, he has all 15 men still with him. Another agency, 
one of our largest, over a period of 8 years, recruited 40 men, many direct 
from the campus. At the end of that 8-year period, 34 of those men were 
still in the life insurance business as successful producers, managers, or 
home office representatives. 

And so, we will continue to make some progress; but I suggest to you 
that we will always have this question of turnover with us. Turnover 
among the young college graduates will be higher than it is among the 
more mature men. This is inevitable for many reasons. Often he hasn’t 
found himself, jobs are plentiful, and we encourage him to leave if he is 
failing. Actually, some of the turnover figures in other professions do not 
look too much better than the turnover figures in the life insurance sales 
business. And many of the turnover figures in other lines of selling com- 
pare very unfavorably with life insurance sales turnover. 

In any event, life insurance is a business which demands a good deal 
of the individual, and as long as it remains that way, and I can’t see how 
it’s going to change, we are going to have our percentage of failures. 

Now as regards some other points mentioned previously, I suggest that 
the life insurance business offers an individual a great deal of personal 
satisfaction. He works with people, with problems of great importance to 
people; he builds his own clientele; his hours are pretty much his own; 
he can use all the ability which he has and all of the knowledge which you 
have given him in sociology, psychology, law, business, mathematics, eco- 
nomics, marketing, accounting, speech, ete. Thus, I suggest that life insur- 
ance selling offers a great deal in this line. 

I think the successful life insurance agent generally feels that he, as an 
individual, has a good deal of prestige, but that his competitor doesn’t have. 
Now this is a very remarkable thing. The public, I believe, thinks more of 
the life underwriter than the life underwriter thinks the public thinks of 
him. We have all kinds of evidence of this. The Minnesota polls show 
that the life insurance agent gained more in prestige than any other group 
in this particular survey. Some of our own studies, such as the Seattle 
Survey, show that the life insurance agent ranked third in prestige, just 
below doctors and teachers, but above a great many other classifications. 

Two recently complete surveys, which we haven’t as yet released, com- 
pared sales occupation. We compared automobiles, securities, appliances 
real estate and life insurance salesmen. We asked the public which of thes. 
five groups were best trained. Sixty per cent of them said life insurance, 
the highest classification. We asked the same sample, which of these sales 
groups were most apt to put your interest above their own. Forty-four 
per cent picked the life insurance salesman, again rating them highest. 
We asked a third question, “Which of these people are apt to be least 
considerate of your time?” At the bottom of this list were life insurance 
salesmen with 11%. 

As regards opportunity for advancement and earning money, the Million 
Dollar Round Table, representing the top 2% of our business, had average 
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earnings in 1953 of a little over $35,000. The agents of one of our leading 
companies, excluding first-year men, had average earnings in 1954 of a 
little over $7,800. We have all kinds of evidence that the earning picture 
is good. 

How about security, present and future? Here we offer a great deal. 
Ours is a basic service; is a service which deals with the very innate desire 
of mankind for security. It is a service which has nothing in the picture 
except growth in the future. 

At a recent meeting of the Life Insurance Association of America, I 
made a talk on life insurance marketing 10 years hence. Our research 
division got together some statistics suggesting the growth of life insurance 
in that period of a decade. I would like to give you the figures. Ten years 
hence, we will be selling new business in the amount of somewhere between 
$75 and $90 billions of dollars. That is a growth of approximately 100% 
more than we are selling today. Life insurance in force will be somewhere 
between $670 billion and $750 billion dollars. Life insurance production per 
agent will be up somewhere between 43% and 85%. Now this is a general 
picture of the growth of the business. 

There are many other reasons to believe that this business is going to 
grow from the standpoint of personal sales, and I say this despite the fact 
that we will probably have in the next decade a further expansion, both 
vertical and horizontal, of Social Security and Social Legislations. We 
will have more coverage per individual, and we will have more individuals 
covered in the future. I say this despite the fact that mass coverages will 
grow very rapidly over this period. Despite these facts, the market for the 
sale of individual policies will expand tremendously. It will more than 
double in this next decade. 

While I have here a number of factors which explain why it will double, 
there is not time now to cover these. However, we will be selling more 
people more adequate protection. Most important of all, with redistribu- 
tion of income, people will have more money to purchase the amount of 
protection which they need. This change is not going to be revolutionary, 
but rather evolutionary. 

The job of life insurance selling is going to continue in the next decade 
to be just as demanding in every respect as it is today. The life under- 
writer still has the responsibility of reminding people of death, disability, 
dependency and duty, and that is never an easy sale to make. 

I suggest to you that the college graduate who seeks the things which 
make up a satisfactory career, the college graduate who wants these things, 
will find that life insurance offers them provided he offers life insurance 
what it demands of a successful salesman. 
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I am very happy to have this opportunity of discussing with this par- 
ticular group some things in which we may all have an interest. Charlie 
Zimmerman has taken one point this morning in discussing his aspects of 
the question with you and I’m going to take another one. It is my assump- 
tion that this discussion this morning will be of more significance to the 
management of the business than to this group of university professors. 
But you are making your platform available to bring a few thoughts on 
the subject to the management of the life insurance business. I’m going to 
be perfectly frank with you and admit the fact that in this discussion, I 
have drawn very liberally upon other sources. As a matter of fact, Dr. 
Oscar Harkavy of the North Carolina University two years ago published 
the book “Leadership for Life Insurance,” which is a very careful and 
scholarly approach to this whole question. I have drawn on the Opinion 
Research Corporation, over at Princeton, a number of other studies that 
have come to my attention, some discussions that I have had with company 
officials, and a few observations of my own. 

I’m trying to discuss with you the place of the college graduate in the 
home office, and I find myself in rather a unique position because normally 
I’m discussing certain public relations aspects of our business. The unique- 
ness of the situation probably permits me to tell a story that I told last 
week when I was in a similar position—I was speaking of the iife insurance 
business, before lawyers, on the subject of the lawyer as a public relations 
man. It reminded me of a story I heard in Los Angeles just a few weeks 
ago when I was attending the meeting of the Public Relations Society of 
America. A Catholic Bishop found himself speaking before a group of 
public relations people. He said the situation was as unique as another 
one he had had once before when he attended a football game at Notre 
Dame. Being a Notre Dame graduate, he found himself sitting in the SMU 
section on the day that SMU and Notre Dame were playing. SMU had 
made three touchdowns in a row and he had been on his feet and cheered 
each one of these touchdowns. A young lad sitting beside him couldn’t 
contain himself any longer and reached up and pulled his cassock and said, 
“Father, I wonder if you realize where you are. You're in the SMU sec- 
tion and SMU is scoring.” He looked down and he said, “Don’t worry, son, 
once a Texan always a Texan!” 

In discussing this question with you today I’d like to bring up one or 
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two facts. In the last survey that was made in 1953, out of the 371,000 
people in the life insurance business, 31.8% or 118,100 of them were in 
what is commonly called the home office environment. In looking at this 
particular area from the point of view of its relationship with the college 
graduate, let’s ask ourselves a few questions. What is the life insurance 
industry’s attitude towards employing the college graduate in the home 
office? How does the college senior feel about the life insurance business 
as a life work? When life insurance company employment officials call at 
the colleges and the universities, do they attract a sufficient number of 
high calibre graduates? There are intertwined in these questions some very 
important public relations elements which justified my doing a little re- 
search on the subject and discussing certain aspects of it with you. 

In Dr. Harkavy’s study he surveyed 65 life insurance companies, includ- 
ing 17 of the 20 companies in terms of the largest amount of assets. In- 
formation was also obtained from placement officers, recent college gradu- 
ates who had rejected employment in life insurance companies, and from 
college graduates who had accepted positions in the home offices and who 
had a length of service ranging around 15 years, so it was a reasonably 
overall survey from which he drew some interesting conclusions. 

Now first let’s discuss the question of the attitude of life insurance 
companies toward college graduates. That involves the philosophy of 
management itself. We all know that over a great many years there 
has been a preponderance of employment policy in many of our companies 
to seek youngsters as they came out of high school and then bring them 
along and eventually evolve out of that group a certain proportion of their 
leadership group that would eventually be in the top management level. 
But then there have been others who have taken an entirely different tack 
—who have gone out and sought young college people, brought them in 
for various types of training courses and made them a part of the man- 
agement team. As a matter of fact in Dr. Harkavy’s study he found that, 
in many of the companies, about 10% of the male employees were college 
people. There were a few that had a much greater preponderance than 
that, but very few. Among the women employees, about 5% were college 
people. 

More college graduates, up to this point, have been employed in what 
we would call the actuarial training group than in any other division in 
the company. From my observation I am inclined to believe that this is 
predicated upon the fact that we probably have not yet adequately estab- 
lished a plan by which we can effectively recruit, train and assimilate the 
other college personnel. Some, however, have done so. I can recall one 
experience when I was with the Penn Mutual. They brought in a group 
of college men, put them through various company departments, and out 
of that evolved some of their current leadership in the company. 

There is, however, a problem encountered by some of the companies in 
dealing with college men. They give as their answer to the difficulty of 
dealing with these people the fact that the graduate does not progress as 
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rapidly as he thinks his ability allows. I am personally inclined to believe 
that that is an excuse rather than a reason. I believe that it is predicated 
upon the fact that we do not have the adequate type of training pro- 
cedures to give these men a chance to develop into the kind of leadership 
we need at the top level of company management. 

Officers of a majority of the companies polled feel that they now obtain 
a sufficient number of college graduates to meet their present needs. How- 
ever, many did foresee difficulty in obtaining officer material for the future 
unless they bring in more college trained people now, and at that point 
may I quote Mr. Clarence Myers, President of the New York Life, in the 
speech that he made last week in the same symposium Charlie refers to 
when they looked ahead ten years into the future. 

Mr. Myers said: “I do not need to belabor the point that our industry 
must recruit a reasonable share of the nation’s talent in order for the insti- 
tution of life insurance to live up to its opportunities in the coming decade. 
Attracting topflight college graduates is a problem which I think will have 
to receive more and more attention. Competition with recruiting programs 
of other industries is becoming keener.” Then he goes on to make this 
observation: “College graduates know too little about the career oppor- 
tunities that exist in our business. Those not interested in selling or 
actuarial work or on the investment side are inclined to dismiss the in- 
dustry in their minds, believing that we have no other activities except 
routine paperwork.” I want to read this next sentence: “One of the tests 
of home office management during the next ten years will be to dispel this 
illusion. I think we will be doing a much better job of acquainting the 
public with the nature of our business. We will be telling young people 
and their advisers more about the interesting careers that we have to 
offer in a wide variety of occupations, such as accounting, systems planning, 
statistical analysis, personnel administration, public relations, underwriting, 
claims, general administration, law and even medicine.” 

That was Mr. Myers’s approach, so I think there is some evidence of 
the fact that while some people think that they are getting enough college 
men because they bring the others up from the bottom in the manage- 
ment relationship, there is evidence that many of the companies are recog- 
nizing the need for a larger number of college people. 

Now let’s ask another question, and this comes out of Dr. Harkavy’s 
study: “How does the college graduate feel about employment in the home 
office of a life insurance company?” This is most important because I 
think most college men do not have adequate information about our busi- 
ness and its opportunities. According to placement officers, insurance is 
considered one of the least glamorous industries by the college graduate. 
That is a direct challenge to those of us in the life insurance business to 
see to it that the average graduate gets a much better picture of the true 
social and economic impact of our business. There are, however, about 
four or five companies which are continually cited for their success in 
attracting first-rate men. These companies are outstanding in that they 
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employ full-time college recruiting staffs which generally operate under the 
home office. They have a careful selection process that involves a visit to 
the home office at company expense; they have a formal training program; 
and they are concerned with, and this is most important, the proper place- 
ment of graduates after training. This is an attitude of mind expressed by 
some of the placement officers themselves. 

Now, let me ask another question: “Why is home office employment 
rejected by some?” The answer that they give is low starting salary, and 
the majority of the men believed that the opportunities were inadequate, 
advancement in the responsible work is too slow, and it’s dull, routine work. 
I quote those only to illustrate again the tremendous challenge before us 
in the life insurance business, particularly at the management level, to see 
to it that the proper information is made available in the right places. 

Now let’s make an appraisal of home office opportunities. They should 
be considered against the background of opportunities available for college 
graduates today. It’s a seller’s market we’re in—you know that. Candi- 
dates will be interviewed by as many as ten companies. A candidate will 
receive offers from three to five companies either for a job or a follow-up 
visit to some company or plant. 

“What kind of information is of most concern to the college graduate?” 
A recent study of the Public Opinion Index for Industry shows conclusively 
that the candidate is more interested in all aspects of the job than he is 
in the history of the company. He wants his work to be interesting; he 
wants to know what his chances are for advancement; he wants to know 
what training opportunities are given; he want to know who the people 
are he will be working with; and most important of all he wants to know 
who his boss is and something about his working conditions. 

The candidates for jobs want to get the going rate in the market, but 
they don’t stress pay over other considerations. It is difficult to obtain spe- 
cific information about salaries expected by college graduates since they 
range in abilities and experience, but there is a way available. I have a 
study before me made by The Northwestern Placement Officers, and it indi- 
cates that in 1956 the range will be between $325 to $425 for starting per- 
sonnel. That is not for technically trained Ph.D.s or the men with Master’s 
Degrees in technical areas. That’s for the general run of college people. 
Last year it was from $300 to $400. The interesting part of that is that the 
life insurance and commercial fields are generally offering at the lower level 
of that scale. That, I think, is one of the things which causes the men to 
say that they are not offered enough. 

Now, let’s examine some of the major approaches made by our business 
to today’s college graduate for home office work. They are mainly recruited 
for specialized positions in finance, actuarial, underwriting or accounting. 
That has been the general approach. However, there is a change taking 
place. Approximately twenty life insurance companies this year announced 
in the Journal of College Placement that they planned to interview on 
college campuses this year. They represent a wide range, in size of com- 
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pany and geographical location. I’d like to recall these ads because they 
indicate the fact that there is a change taking place, to some degree at 
least. The Lincoln Nation in their advertising asks for candidates for 
training programs in actuarial, group sales service and underwriting. Mass- 
chusetts Mutual in their advertisement says it wants home office admin- 
istration, technical trainees. The Mutual of New York offers a training 
program in management and a comprehensive training program in actuarial 
work. Connecticut Mutual has on the job training for various home office 
administrative positions, and the Berkshire Life offers general home office 
training. Travelers has training programs in production, actuarial, under- 
writing, claims and administration. So there is a broadening taking place. 

There’s another element that I want to bring into this picture because 
it also came out of that Harkavy study. He found that the opportunities 
for advancement were most frequently mentioned as an advantage of home 
office employment by both company officials and by recent college gradu- 
ates employed, as does the Public Opinion Research Study which shows 
that the thing that ranked highest in the list, 86%, was chance for ad- 
vancement. Interesting work was next, the people that you work with, 
and the other things I have indicated previously to you. 

There is, however, something else that I think you would be further 
interested in. In 1952 Professor Harkavy made some studies of the salaries 
offered to the boys at that time, and also salaries that are being paid now. 
An interesting fact that come out of the 1952 study—the average 1952 
salary earned by college graduates who had entered the life insurance home 
office five years previcusly, and who had made average progress in the 
company, was between $375 and $400 a month. Of the 43 companies 
reported, none paid such an individual less than $300, and 7 paid him 
more than $450 a month. This represents an average percentage increase 
over the 1947 starting salaries of between 76 and 100%. In the five years 
they have been there they have increased their salaries from 76 to 100%. 
Industry generally had 76%—-I’m speaking now of engineering as industry 
The increase in electronics was 79%, in sales 97%, and.for those who 
started in general administrative training courses, 81%. Only 8 of the 68 
college level employees interviewed were definitely displeased with their 
present salaries. Twenty-nine were pleased, but remainder regard it so-so. 
More than half of the group were well satisfied with the prospects for 
salary advancement. 

Now at this point I would like to point out that I think there is some 
evidence of the fact that our business is changing its attitude and seeking, 
or at least beginning to seek, more people of the college level for general 
administrative positions at the top echelon of our business. It’s my per- 
sonal opinion that unless we do a more effective job than we have done, 
we will find ourselves in the position, ten years hence, of having an industry 
which does not have adequate leadership in its key spots—people trained 
for development. 

In light of the growing competition and the growing need for college 
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training for personnel, it would seem that more attention must be given 
by the busixess to methods and procedures for attracting this type of per- 
sonnel. It is my opinion that this must be done individually by those 
companies ‘hat are now using colleges as a source for future leadership 
and can be done through some collective mechanism by those companies 
that are having what they believe to be a limited need. There are many 
companies which have the concept that they need only a small number of 
college people. Therefore, they do not have to go out and seek them as 
do some of the other companies which have found it wise and necessary 
to do so. An instrumentality for a collective operation, I believe could 
be effected by the use of the L.I.A.M.A., the L.0.M.A. and ourselves, be- 
cause of the public relations that are involved. Such a joint activity might 
be set up so as to get the best possible competitive advantage for the 
business, and at the same time do a much more effective job than is now 
being done, except by a very few companies which have set up a special 
section within the company for the purpose of college recruiting. The 
public relations resulting from a more effective job is terrifically important 
to our business. 

In light of these suggestions, let’s look at some of the specifics that 
are set forth by various experienced recruiting groups and the universities 
themselves. Among their suggestions are: 


1. Use full time people, especially selected and trained for the recruit- 
ing job—executives if possible. 

2. Limit on-campus interviews to companies geographical in area, espe- 
cially for home office personnel. 

3. Invite local college youths—studying at distant colleges—to visit 
the companies on vacations or in summers—even employ them in 
summers as opportunity affords. 

4. Coordinate all recruiting under one head—with careful analysis of 
needs. 

5. Establish a carefully developed schedule of visits, and presentations 
to the students should be carefully prepared. 

6. Give the students a chance to talk and ask questions. 

7. Keep in mind that students talk among themselves and rate the 
recruiting personnel as well as the presentations. 

8. The student interview is also a public relations contact. Even if 
you don’t get the man—the impression he gets is important. 


A few tips about recruiting from Student Studies might also be helpful. 


1. There must be an atmosphere of frankness in the interview. 

2. Show a real interest in the career of the student, as well as a solu- 
tion for the company’s need. 

3. Be well informed about his company and the job available. 

4. Be easy to talk to—courteous and friendly. 

5. Don’t be too hard to get—Tests are okay when they show a basic 

















The Place of the College Graduate in Life Insurance Home Offices 33 


reason for selection and future opportunity and placement in the 
company. 

6. Have well prepared material to give the man—so he can give real 
thought to your discussion after you leave. 


There are of course many additional points of view that can be sug- 
gested, such as working through Teachers of Insurance, working more 
effectively through the placement offices to see to it that they know more 
about our business, and finally through the adoption of a philosophy that’s 
predicated upon the fact that as our business grows, and as more young 
people of the nation become college trained, unless we do a more effective 
job than we have done, we may find ourselves short on the kind of leader- 
ship that the business will need. It is my honest conviction that today 
we are not getting at the home office level the number of properly trained 
college personnel that we should have to keep up with the growth of the 
business. 
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In general, we must develop the field of property and casualty sales. 
If we are successful in doing this, the place of the college graduate becomes 
apparent. If this field is interesting to people generally, it becomes even 
more interesting to the college graduate. 

In developing this theme, we must inquire into what is constituted in 
property and casualty sales, what are the income possibilities, what are 
the collateral values. 

In theory, at least, our college graduate has the mental capacity to rise 
the ladder more rapidly than the non-college graduate—has the training 
to enable him to do a better job and enjoy the pleasures and associa- 
tions of this business. 

First and foremost, the so-called general insurance business is a business 
of college men. Even when I entered the business thirty years ago, the 
age group of some ten years older than I was predominantly college men. 
Since that time, most of the men entering the agency business are college 
graduates. Since I am in the general insurance business myself, I will quite 
frequently draw on situations in my own agency, first because I can give 
you details which I would hesitate to ask of another agency, and secondly 
because I feel my agency is a typical large city general insurance agency. 

On my staff, excluding myself and my associate who is retired but also 
a college man, we have eleven salaried men. Ten of these men are college 
graduates or attended college at least three years. Eight men hold nine 
degrees. Is my agency unusual? No, except the age level of my men 
means a greater proportion of degree holders than an agency with a higher 
age level. 

In the old days, more men, particularly in desk jobs, were sort of 
brought up in the business—many starting as office boys without sometimes 
even finishing high school. Today, we may stil! find a place for an occa- 
sional man of this sort, but the emphasis is on the college graduate. The 
day of the so-called “insurance hack” is over—at least in the general in- 
surance business from the agency standpoint. 

I am revising my assignment to show you a picture of the general 
insurance business and then from that picture make the place of the 
college graduate in that business an obvious one. Therefore, at the risk of 
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repeating what you all probably know, and while perhaps using some of 
the same material used by my associates on this panel, we should take a 
look at this business of insurance. After that, we can narrow it to the 
particular phase I am to discuss. 

First, the insurance business is a big business—probably the biggest 
business in America, at least in accumulated assets and perhaps in 
dollar volume. The assets of all phases of the insurance business are 
$100,000,000,000.00 or more. There are somewhere between 800,000 and 
1,000,000 people engaged in the business. 

Second, the insurance business is an important business. It is a service 
business but it is more than a service business; it is an economic institu- 
tion. I have always liked the expression: “Insurance is the handmaiden of 
Commerce.” This very aptly describes our business. In itself, it originates 
nothing; but everything that is originated in this country—wealth, prop- 
erty, industry—depends upon insurance. Remove the insurance business 
from our economy and the wheels of industry will stop moving. Insurance 
is the keystone of our credit system and the most important stabilizing 
force in our whole economic system. 

The insurance business is constructive. In addition to relieving the 
financial cost of misfortune—its primary function—the insurance business 
makes great contributions to this country in fire, accident and other loss 
prevention. It maintains great service and research organizations in these 
fields. It carries on studies and research to keep abreast of developments 
in science and industry and is ready, as new enterprises are started, to 
point out the hazards involved as well as to assume these risks. 

Finally, the insurance business is both interesting and remunerative. 
Very few businesses present so many new situations and problems or 
demand as broad a knowledge of all other business. This variety makes it 
one of the most interesting occupations imaginable. The insurance busi- 
ness pays well. Very few immense fortunes have been made from it, but 
very few, if any, businesses pay as high an average salary return and give 
the freedom of action that you get in the insurance business. In the way 
of size, importance, constructive work, variety of interest and good pay, 
the insurance business has more to offer the college graduate—to my mind 
—than almost any other business or profession. 

All of the foregoing is based on the business as a whole; and to carry 
on from here, we will talk specifically of the general insurance business and 
try to paint a picture of what the general insurance business has to offer 
a college graduate. I shall develop this from the following four stand- 
points: (1) Economic or financial; (2) community importance; (3) 
variety of interest; (4) collateral or bonus values. 

Before doing this, let us see just what kind of man is engaged in pro- 
duction of general insurance—whether agent or broker. 

First and foremost, he is an independent business man; if an agent, 
appointed as a representative of a company; if a broker, a representative 
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of the assured—but each licensed by his particular state to engage in this 
business of insurance. In practice, there is a very fine line between an 
agent and a broker other than the type of license he holds. Any agent 
worth his salt is as much the representative of his assured as is the broker. 
The biggest single difference is the broader scope of company contacts the 
broker may use and the fact that the broker never writes his own policies 
while the local agent in most cases does write his own policies for the com- 
panies he represents as an agent. Most large city agents find it necessary 
to operate largely as a broker and most will be licensed as an agent and 
also as a broker. 

Since we are talking of the general insurance business, this is an ex- 
cellent point to contrast the situation of a life insurance agent as com- 
pared to a general insurance agent. 

To my. mind, this represents one of the most attractive features the 
general insurance business has to offer the college graduate—complete inde- 
pendence. The life insurance business has much to offer with supported 
income from the companies in your training years, fine pension plans and 
various other emoluments. It cannot be overlooked, however, that the 
life insurance agent is, for the most part, an employee—not really an 
agent; or, if an agent, definitely a “captive agent.” 

The general insurance agent, with the few notable exceptions of the 
direct writers who also are captive agents, is completely independent. This 
difference in the status of general and life agents has been recognized by 
the Government in Social Security and many other ways. This independ- 
ence is a wonderful thing. You write a piece of business and you imme- 
diately own that business. If you place it with the “X” Insurance Com- 
pany and eventually decide you don’t like the neckties their special agent 
wears, you can move it at your will to the “Y” Company or to any other 
company of your choice. When you do this, the original company dares 
not solicit your account because your ownership of your expirations is 
clearly established. 

This independence carries other values. No one can tell the independent 
insurance agent when to go to work, whom he should see or the manner 
in which he should conduct his business. If he wants to make more money, 
he has the power to do so if he chooses to exercise the energy and re- 
sourcefulness necessary to get that additional money. 

Let us develop a little more of this first point—the economic or financial 
picture of the general insurance agent. We have seen that he is an inde- 
pendent business man, but has he had to put up substantial capital in 
order to engage in this business which offers so much independence? Not 
at all. As in any business, a nominal amount of working capital is a help, 
but it is certainly not a necessity. 

Very few agents start in this business with capital. They either join a 
well established production firm and solicit for them, or they make a direct 
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connection of their own with some company or companies and start out 
on their own. Their capital expenditure used to be said to be the dimin- 
ished income they took in the years while getting established. While this 
principle may still hold good, I think when I discuss actual incomes today, 
you will agree that the young college graduate earns an income in his 
early sales years in this business which is reasonably competitive with in- 
comes in other businesses. 

In general, a man going into sales work in a large city agency is started 
in a salary range of $300.00 per month if unmarried and $350.00 per 
month if married. From that point, his progress is not too rapid for the 
first two years; but by the end of that time, he has been given all of the 
basic training and has had considerable sales experience. From that time, 
he is going to push ahead rapidly according to his own abilities. His com- 
pensation will either be on a commission basis or a salary basis or a com- 
bination of both. 

At the end of three years, the successful producer or the one who 
bids well to becoming a successful producer should be making $500.00 
per month and at the end of five years will be making about $800.00 per 
month or $10,000.00 per year. You may wonder how this pyramids so 
rapidly; but you must remember that in the general insurance business, 
while the average commission per sale is much lower than in the life 
insurance business, the commission repeats itself, at usually the same rate, 
every one, three or five years. The man who sells at a certain rate would 
expect to renew 90% of his expirations and at the same time each year 
show an increasing amount of new business. 

The young man who enters phases of a general insurance agency’s busi- 
ness other than sales must expect to start at a lower salary, but even 
today that is in the range of $250.00 per month. His progress will be at a 
more rapid rate than the salesman in the first few years; but in the long 
run, he will never reach the income level of the salesman. The insurance 
business is like most other businesses. It pays its non-productive em- 
ployees well—better than most other businesses such as mercantile estab- 
lishments or banks; but the premium on income goes to the producer— 
the salesman. 

In small towns, there are still opportunities to start with other agents; 
but here, at least as many start off on their own. For these, as well as 
the young men who go out on their own in the larger cities, there is a need 
of sufficient resources to see them through the learning or breaking-in 
period. They earn as they learn, it is true; but it takes them a while to 
support themselves. In general, however, these men on their own are also 
in the $5,000.00 to $6,000.00 per year class by the third or fourth year, 
and are only really on the threshold of their real earning opportunities. 

To show that these figures are not just imagination, I will give you 
some actual figures of earnings on the part of seven men associated with 
one agency: 
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Years in 
Business Age Income Type of Work 

1 6 years 33 $14,000.00 Sales 

2 3 years 29 7,000.00 Sales 

3 3 years 26 7,800.00 Sales 

4 4% years 30 8,400.00 Underwriting and Sales 

5 10 years 35 6,000.00 Underwriting 

6 4 years 28 5,800.00 Underwriting 

7 3 years 38 5,000.00 Sales 


It must be remembered that there is a plateau where these incomes 
flatten off because there is a limit to the number of people a man can 
service individually with the amount of detail work that has developed in 
the business in recent years. No matter how effective the man may be in 
passing off this detail to others, he can never seem to get clear of an 
appreciable part of it. Where is this plateau today? That is rather hard 
to say, but I can tell you this—that an important banker told me about 
ten years ago that he was confident that there were more men in our city 
making over $25,000.00 per year from the general insurance business than 
any other business he knew of. I believe this is still true and I believe 
further that you can say today that there are more men in our city making 
$50,000.00 per year from the general insurance business than any other 
business. 

You may say: ‘That is fine for your city, but what of others?” I think 
the same figures would hold in almost any city—perhaps slightly higher in 
some where incomes generally are higher, and slightly lower in others. 

Is it as true in the smaller communities? Yes, it is. Every study we 
have indicates that production depends upon the producer and that pro- 
ducers with the highest incomes are not by any means always found in the 
big cities, but frequently in large rural areas where population is widely 
scattered. 

In the material I reviewed in preparation for this talk was an item 
that showed about fifty men distributed over a map of the United States. 
These men are not shown by name or income, but most of them are located 
in small communities; and yet I know that not one of these men made 
an income of less than $25,000.00, and they run up as high as $85,000.00 
in a city of less than 350,000 population and to $65,000.00 in a town of 
5,000. 

Are these the unusual men? Perhaps they are in part, but not entirely. 
In the State of Maryland, there is only ene city of over 40,000 in popula- 
tion except the City of Baltimore, but I can name at least fifteen men 
making in excess of $20,000.00 and thirty more making over $15,000.00 per 
year from their agency alone. 

An income possibility of this sort must intrigue anyone, but one must 
also ask as to the stability of the income. Insurance is less affected than 
other industries by fluctuations in business. During the past war, count- 
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less salesmen had no product to sell. Insurance producers had a full line 
to sell. 

During the depression, there was a glut of products and no one to 
buy them. On the other hand, people extended themselves to continue 
their insurance in force to protect that which they still possessed. Security 
is so much in demand from everyone that insurance producers have no 
fear of their product becoming a drug on the market. Further, I would 
say that there is more opportunity ahead to sell insurance in this country 
than there has ever been before. 

This leads us logically to the second of my four points: “Community 
Importance.” In the large cities, the general insurance man is in one of 
the most important strata, but does not dominate the horizon as in the 
smaller communities. As I said before, it is rare to see the fabulous income 
or wealth acquired in the insurance business that is occasionally received 
in some investment fields or some manufacturing enterprises. The insur- 
ance man in the large city will be just one of a group which is in a high 
income bracket, but not the highest. In the smaller community, however, 
it is not at all unusual for the successful general insurance agent to be in 
the top income group in the community. 

Whether it is a smal! community or a large one, the successful general 
insurance agent, in order to be successful, must have a good working 
knowledge of all business and must of course, know the economic, social 
and civic life of the community. He takes a prominent part in the civic 
endeavors, helps in drives, associations and clubs, as well as churches and 
charities. He is recognized as a “complete man” in the community and 
has the added advantage of supplying one of the basic things everyone 
wants—security. 

All in all, the general insurance agent is one of the most important, 
one of the best known and one of the best liked men in his community. 

From all of this develops a plus value to anyone engaging in the busi- 
ness—a deep sense of personal satisfaction. This may seem very trite; 
but after thirty years, it still holds good from my personal standpoint. 
I get a great pleasure out of this business, partially because I like people 
and no business I know of gives a better opportunity for you to know 
people. In addition to that, you find people liking you; and when you 
are able to step in after people have had troubles of some sort—serious 
accidents or fires or the whole gamut of misfortune—and know you are 
in a large measure responsible for alleviating the monetary loss from this 
misfortune, it gives you a great sense of personal satisfaction. 

I mentioned four points in my outline. The last two were “Collateral 
or Bonus Values” and “Variety of Interest.” Perhaps these are one and 
the same, or can be discussed together. I have mentioned the personal 
satisfaction that is a bonus. A further bonus is a financial one that comes 
to a iarge number of general insurance agents. It is perhaps the result of 
the variety of interests that the business offers. 

I know of hundreds of general insurance men who, by being exposed as 
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they are to almost every facet of their community’s activities, become 
connected with other businesses. I think this may be even more true in 
the smaller communities than the larger ones. You see young enterprises 
and have a chance to become associated with them and grow with them. 
The main difference between the insurance agent and anyone else is in 
having the opportunity. Anyone, if he sees these enterprises, can be asso- 
ciated if he wishes. The difference is that the insurance agent sees them. 
Sizable amounts of money have been made all over the nation by insurance 
men of my acquaintance; and at the same time they have seen fine insur- 
ance accounts develop from these enterprises. 

Summing up all that I have said in describing this business, I ask you, 
where can you find a business that needs so little capital, with the inde- 
pendence, income possibilities, stability of income, community recognition, 
personal satisfaction and other business opportunities that compares to the 
general insurance business? 

What are the opportunities of college graduates in this picture? They 
should be an integral part of the business and should come forth after 
graduation in large numbers seeking this business with all of the oppor- 
tunities it has to offer. 

Why isn’t that true? First, because general insurance agents are gen- 
erally small business organizations and have not the means to compete 
with the large corporation in recruiting for our college graduates. Life 
insurance companies recruit in the colleges for their own staff employees 
and to a certain extent for agents. General insurance companies recruit 
for their staff employees; but because of the independence of the agents 
representing them, the companies cannot speak for their agents. Unfor- 
tunately, the agents have not been very vocal themselves. That is why I 
welcomed the opportunity to speak to you today. You gentlemen can tell 
something of the place of your students in our phase of the business if 
you know, yourself, more of its opportunities. 

Perhaps you would like to know what the college graduate needs to be 
able to qualify for this opportunity. Producers have listed five requisites 
in this order with their rating: 

1. Knowledge of the business 462 
. Personal sales ability 260 
. Broad acquaintance 157 
. Management ability 93 
. Financial connections 75 


You will note that knowledge of the insurance business is nearly double 
in importance to the next requisite and nearly equal to the sum of the 
others. Here is where the college graduate fits so well into the picture. 
His education and maturity equip him with the basis for a sound knowl- 
edge of the business and his training in study enables him to take the 
further steps toward knowledge of insurance in his stride. Insurance is a 
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complex field. The good general insurance salesman must be a student at 
the beginning and throughout his career. 

To be successful the college graduate needs only to bring to the busi- 
ness capacity for hard work, ability, willingness to study and an interest 
in other people. You can help immeasurably to tell this story to your 
students. Tell them also of the many opportunities to continue their 
studies. Beyond that, why not arrange to have a talk once a year on 
some sort of non-resident basis? You could be quite helpful to your stu- 
dents if you could arrange to have a panel once a year of someone from 
the life insur ze field, someone from general insurance companies and 
someone from general insurance agencies. Speakers of this sort can readily 
be obtained through the various trade associations for these people. Tell- 
ing the story early may enable more students to give particular attention 
to insurance in their under-graduate days and come into the business with 
a broader economic understanding. Thus they should be able to accelerate 
their progress in this picture of the business which I have given. Raising 
the general insurance business to this plane has been largely the work of 
college graduates. Better knowledge in advance will help further to enable 
new graduates to become full-time trained insurance men and be well 
paid for doing it. 





Place of the College Graduate in Fire and Casualty 
Insurance Company Home Offices 


Mitton W. Mays 
Secretary, The Continental Insurance Company 


Among the materials that 1 examined in preparation for this discussion, 
I reviewed an opinion survey in which the author made the “interesting” 
observation that, “Most college graduates do not know about the insurance 
business;” and he then proceeded to analyze the results of a questionnaire 
which he had sent to a group of 1,000 commerce and liberal arts seniors. 
One of the questions asked these students, most of whom (according to 
this author) “do not know about the insurance business,” was this: “What 
do you think can be done to make the insurance field more attractive?” 

I also examined a report of an Insurance Personnel Conference held 
earlier this year on the Pacific Coast. I quote from the first paragraph of 
this report, “At that March meeting the ten professors representing seven 
institutions on the coast became concerned with the industry problem 
relating to the lack of high school and college graduates interested in insur- 
ance careers. Part of this concern by the professors was because of the 
high school and college graduates’ lack of information about, and poor 
opinion of, the insurance industry in general.” (Emphasis supplied.) 

I cite these two unrelated observations in order to provide the excuse 
for saying quite frankly that I do not believe either of them. However, 
if I am wrong and if most college students “do not kuow about the insur- 
ance business” or if high school and college graduates actually do have a 
“poor opinion of the insurance industry in general” then our first concern 
should not be about the place of the college graduate after he comes with 
us but rather about his prior exposures that led him to such conclusions. 
Certainly, such conclusions as these were never arrived at by the inde- 
pendent reasoning processes of any sizable group of college students. 

This deviation from my assigned subject and the personal opinions that 
I have already expressed encourage me to interject a further personal 
observation that much of the printed material dealing with my assigned 
subject that I saw is not worth the paper it is written on because it 
attempts to apply general statements to particular situations. When you 
start discussing job opportunities, employee benefits, opportunities for ad- 
vancement, salaries, and related subjects, you are talking about personal 
and individual matters and in this area generalities just don’t count. Per- 
haps it is this inability to rely upon certain well established and comfortable 
generalities that makes this a rather difficult subject to handle. 

The reference to fire and casualty insurance company home offices is 
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in itself a rather broad generalization. Company groups that would fit into 
this category would have from a few dozen to more than 10,000 employees; 
th., ‘ould have admitted assets ranging from less than $1,000,000 to 
more :zan $1,000,000,000; they would have premium volumes ranging 
from less than $100,000 to more than several hundred millions of dollars. 
I hope you will excuse me if I purposely avoid statements designed to apply 
generally to all companies that might be classified as fire or casualty in- 
surance companies. 

On the chance that I might talk myself out of a subject before I really 
get into it, I want tc record my understanding of the term, “college gradu- 
ate,” as used in the subject assigned to me. I have assumed that this was 
intended to include all kinds of degree holders from any accredited under- 
graduate or graduate collegiate institution, including holders of professional 
degrees. There are few vocations today that are not included with the 
widespread activities of the fire and casualty insurance business. For ex- 
ample, dentists and dental hygienists, doctors, nurses, chemists, engineers, 
meteorologists, physicists, lawyers and financiers, all perform vital func- 
tions in the day to day operations of the fire and casualty insurance busi- 
ness. These activities, of course, are in addition to the more pedestrian 
pursuits of accounting, advertising, personnel management, underwriting, 
loss adjustment, (or claims settlement) and, of course, general management. 

For convenience in this discussion I would divide insurance operations 
as follows but without intention to indicate their relative importance, if that 
were possible. 


1. underwriting 
. production 
3. loss adjustment and claims settlement 
. engineering 
. professional services (legal, medical and dental) 
. service departments (accounting, advertising, communications, per- 
sonnel, purchasing, etc.) 
7. financial 
8. general management 


Again, we become involved in generalities. The break-down I have just 
given is purely arbitrary and would be applicable only to those companies 
with the most widespread operations. In my opinion, we can eliminate the 
professional services, service departments, financial and general manage- 
ment functions from consideration in this discussion. This would leave only 
the functions which are strictly insurance in nature so that the title for this 
paper might well be amended to, “The Place of the College Graduate in 
the Underwriting, Production, Loss Adjustment or Claims Settlement, and 
Engineering Departments of Fire and Casualty Insurance Companies.” By 
restricting the discussion in this manner, I do not mean to infer that there 
is no place for the college graduate in the accounting, advertising, building 
management or other service and professional departments, but the con- 
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siderations in the employment and training for these specialized functions 
are basically different from those involved in the selection and training 
of employees for the strictly insurance operations of our business. I would 
hazard a guess that there is no widespread recruiting on college campuses 
for the service, financial or professional departments of fire and casualty 
insurance companies. 

Job Qualifications 

There are no starting positions that I know of in the underwriting, 
production, loss adjustment or claims settlement, or engineering depart- 
ments of our business for which a college degree is a prerequisite although 
a degree would be an advantage in an engineering department. While 
there are some companies that recruit college graduates and segregate 
them for special training in preparation for eventual assignment to these 
departments, this practice introduces so many complications particularly 
as to the morale of non-college employees that generally it is not followed. 
Furthermore, experience has indicated that segregation of the college grad- 
uate really is unfair to him because this practice erects a barrier between 
the college graduates and those employees who have not attended college. 

The more common practice is to have college graduates and non-college 
graduates working and training side by side. If the college graduate has 
an edge over his non-college associate, it will become apparent in any 
well-run training program. By this I do not mean that a college graduate 
like cream will always rise to the top. It is just as easy for a college 
graduate to get buried in a company as it is for a high school graduate, 
but when a company recruits college graduates at considerabie trouble and 
expense, then I believe it is reasonable to assume that usually the company 
management will want to know what is happening to its investment. This 
is not always true, but generally it is a safe assumption. 

We have established to our own satisfaction, and I believe this con- 
clusion has been generally reached by companies that have been recruiting 
college students, that college graduates and non-college employees can be 
trained side by side. Please bear in mind that we are attempting to train 
our new employees—not to educate them. Whatever superiority college 
graduates might have over employees who are not college graduates will 
be demonstrated long after the formal training period has been concluded. 
At this time the employee who has not had a college education will also be 
in a position to demonstrate his superiority over the college graduate if 
such superiority does in fact exist. 

There is another point that I would like to touch on and that is that 
I have not been able to discover that the graduate of the average business 
school is more sought after than any other college graduate. Whether he 
will have an advantage over the liberal arts graduate as he begins to 
mature in the business I do not know, but I do know that both the busi- 
ness school graduate and the graduate of other collegiate schools are in 
demand and the supply is short. 
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Regardless of their undergraduate training, college graduates have two 
strong recommendations: first, that they have had several screenings, at 
the high school level and again at the college level, and, second, they have 
a record of accomplishment that usually is not possessed by the non- 
graduate. We also hope and expect that some benefit will have been derived 
from the mental gymnastics to which a college student is subjected. 


Conditions of Employment 

One of the aspects of this subject that I was asked to discuss is salary. 
If I said to you that the average starting salary for the college graduate 
is $300 per month, you would be none the wiser even if you knew that 
the average monthly salary in the appliance field is $350.00 and $400.00 
in the advertising business because these average monthly salary figures 
are not strictly comparable. So I have used the caption, “Conditions of 
Employment” instead of “Salary.” 

Here is what I have in mind. If an employee of a small advertising 
agency spends one dollar per day for luncheon and works twenty days per 
month, his luncheon cost for the month is twenty dollars. If an employee 
of an insurance company is given dining facilities at a maximum cost of 
thirty-five cents per day, his monthly luncheon bill will not exceed seven 
dollars. Right here is a difference of thirteen dollars that does not show 
up in any average salary figure. The same type of difference arises when 
an insurance company provides recreation facilities or certain medical and 
dental services without cost to the employee; or group hospitalization, 
surgical, major medical expense and group life coverages at a more liberal 
level of benefits than the non-insurance employer. 

Several years ago I did some on-campus recruiting for our companies. 
We were willing to employ college graduates who had not yet had their 
military training. Even if these young men stayed with us for only a 
month or six weeks before entering military service, they were entitled to 
the usual military leave and an assured job upon their return to our com- 
panies. Most of the recruiters who were competing with me were looking 
for men who had completed their military training or who were exempt 
from military service. I know that it is impossible to put a dollar value 
upon the willingness of an employer to accommodate the personal problems 
and needs of a prospective employee, but there is a real value to it never- 
theless. It is this type of approach to the matter of employing college 
graduates that renders comparisons between actual dollar salaries quite 
meaningless. 

In the experience I have had in recruiting college seniors, I have been 
amazed by the importance attached by these young men to the matter of 
security. I would say that most of the college students whom I have inter- 
viewed showed much more interest in such matters as retirement plans, 
group insurance coverages, job security and related matters than they 
were in salary, and I don’t mean to play down the importance of an 
adequate starting salary. One of my most difficult competitors of several 
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years ago was offering college seniors approximately $100 more per month 
in salary than I was offering. I could recall for the benefit of these young 
men whom I was interviewing that in the depression year 1932, when I 
graduated from college this company had only watchmen on duty at their 
plants. College seniors understand this kind of talk even if you can’t put 
a dollar sign before it. 

Rate of Promotion 


One of the virtues that a young man usually does not acquire in college 
is patience. The most unkind thing that we could do to a young college 
man whom we employ would be to assign him to a responsible position 
beyond his immediate capacity. Within a very short time one of two things 
would happen if we were to do this. The young man, if he were con- 
scientious, would make himself sick on account of his inability to de the 
job assigned to him—or our companies would very soon go broke. Since 
we want neither of these to happen, we must try to instill some patience 
in him. Actually that isn’t as bad as it sounds. We consider two years 
as the normal training period for college graduates and for non-college 
men who are eligible for training. At the end of this two year period, 
trainees are eligible for permanent assignment in the field or in the home, 
departmental or branch offices, 


Conclusion 


I would be less than honest with you if I failed to say to you that in 
my opinion the majority of fire and casualty insurance companies have 


not done nearly as good a job as they could have done in recruiting, train- 
ing and supervising their trainees. I know that in our own organization we 
are far from satisfied with what we have accomplished. However, we have 
the complete backing of our top management and we are making every 
effort to improve our techniques and our results. And this is not intended 
to imply that we are not proud of what we have accomplished so far. 

I hope that you will be as patient as you can be with the fire and 
casualty insurance companies as they blunder along amateurishly in their 
relations with the colleges and universities. I ask you to believe that even 
the best laid plans for recruiting and training of college graduates can be 
blown right out of the window by a Connie, or Diane or Hazel, when the 
emergency of the moment looms larger than the plans for developing a 
coming generation of management. In spite of temporary and annoying 
setbacks and delays, I know from my own observations and experience, 
that the colleges and universities and the fire and casualty insurance com- 
panies are moving forward together, even though imperfectly, toward a 
common goal. 

In closing, may I offer this one suggestion. If you discover that your 
students actually do have a poor opinion of the insurance industry, as 
referred to earlier, will you give the industry a charice to offer a rebuttal. 
We do not ask you to do our public relations for us, but it is customary 
to give the prisoner a chance to be heard before the sentence is pronounced. 
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My purpose today will be to answer these questions: 


(1) What is a variable life annuity? 

(2) Should variable life annuities be written? 

(3) Should variable life annuities be written within or without the 
insurance industry? 


I. What Is a Variable Life Annuity? 


Perhaps the best way to answer this question is to ask a series of 
related questions: 


What Is a Life Annuity? A life annuity is a series of payments at 
regular intervals during a person’s lifetime, and exhausting both the capital 
and income. Payments for only a specified period are often referred to as 
annuities, but they are not “life annuities.” Life annuity payments can 
be arranged in a variety of ways, such as payments ceasing at the death 
of one payee, providing for a minimum number of guaranteed payments 
to a surviving beneficiary, or guaranteeing that payments will be made 
throughout the life of a second payee after the death of the first payee, 
to name only the three most popular. 

The life annuity has been referred to as a method of outwitting time. 
It is payable as long as a person lives, whether that be 1 month, 50 months, 
or 500 months. The duration of any person’s lifetime is a matter of pure 
random chance. He cannot tell how long he will live and consequently how 
long he will need an income for his support. But a life insurance company, 
by relying on the Laws of Probabilities and using mortality tables, can 
predict how long a group of people will live on the average. Thus, it can 
guarantee that each person in that group will receive a life annuity. By 
using a part of the capital of those who die early to pay the life annuities 
to those who live for a long time, the greatest use can be made of both 
capital and income to provide payments throughout the lifetime of every 
one in the group. 

What Is a Fixed Dollar Life Annuity? A person who receives a fixed 
dollar life annuity always receives the same number of dollars with each 
payment. This is the conventional form of life annuity most frequently 
sold. 

What Is a Variable Life Annuity? Under a variable life annuity there 
is no guarantee that a fixed number of dollars will be paid. Thus, the 
number of dollars received by the annuitant will vary from time to time. 
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This variance is caused primarily by the investment experience of the 
company paying the variable life annuities. To this extent the payments 
resemble those to a life tenant by a trustee. The payments are similar 
to those to a life tenant in that they are contingent upon the duration of 
a person’s life, but differ from them in that both capital and income are 
exhausted over that period. Since the investment experience varies more 
widely for equities than for debt obligations, the variations will be greater 
where a greater part of the reserves supporting the variable life annuities 
is invested in equities. 

What Is a Unit Life Annuity? A variable life annuity may be stated in 
terms of units of income rather than in fixed dollar amounts. This is true 
under the variable life annuities issued by The College Retirement Equities 
Fund. Thus, instead of agreeing to pay $100 a month, as under a fixed 
dollar life annuity, the company may agree to pay 100 units a month under 
a variable life annuity. The number of units to the credit of the annuitant 
will not change thereafter. Each month he will be entitled to benefits based 
on 100 units, but the amount that he receives will vary depending upon 
changes in the value of the units. These units will be revalued periodically 
to reflect changes in the capital values and the income from the equities 
and other investments supporting the reserves for the annuities. 

What Is an Equity Annuity? Life annuities based primarily on equities 
may be called equity annuities. A variable annuity may be based upon 
investments in debt obligations or equities, or upon a combination of both. 
If the reserve is invested completely in equities rather than in debt obli- 
gations, the income is likely to be larger during the period when equity 
earnings and prices are high and less when the reverse economic conditions 
prevail. Thus, a variable annuity based on equities more nearly meets the 
social problem of variance in the cost of living than any financial vehicle 
designed to date. VALIC’s life annuities are stated in terms of units and 
are based upon 100% investment in equities. They might variously be 
called variable life annuities, unit life annuities, or equity life annuities. 
The broader, more comprehensive words are “variable life annuities,” and 
this is the phrase which has been most widely accepted to distinguish the 
fixed doilar annuities from those annuities in which the amount will vary. 

What Are Minimum Guaranteed Fixed Dollar Annuities? Some life 
annuities provide for a minimum guaranteed fixed dollar annuity but con- 
template some variation in the actual amount paid. This will be true 
under the so-called participating annuities where a dividend is paid de- 
pending upon the experience of the company. As the dividends which 
have been paid under these annuity contracts usually have been relatively 
small, most people have not realized the variable nature of these contracts. 
But these variations can be substantial. Some companies now are guar- 
anteeing rates based on an assumption that they will earn 244% interest 
per annum while they actually are earning 342% interest per annum. 

One large company recently credited interest under its group annuities 
on the deposit administration plans at the rate of 3.4% per annum although 
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the annuity guarantees under this contract were based on an interest 
assumption of 242% per annum. Thus, it is well to keep in mind that 
participating annuities are variable to the extent of the dividend, and 
there is nothing in the law to prevent a company from issuing an annuity 
with a 0% interest rate and then allowing a full participation to the extent 
of the interest earned. 

How Fixed Is the “Fized Dollar Annuity”? Many people in the life 
insurance industry have used the term “fixed dollar annuities” without 
realizing that there are many variables under the so-called “fixed” dollar 
annuities. Some of these variables are as follows: 


(a) By its very nature a life annuity is variable as to time. Duration, 
and consequently the total amount payable, is indeterminate depending 
upon how long the annuitant lives. 

(b) As mentioned above, a participating annuity is variable to the 
extent of the dividend. 

(c) Under group annuity contracts the annuities also are variable to 
the extent of the vesting provisions. The annuitant under a nonvested 
contract cannot tell how much the annuity payments will be until he has 
reached the point where there is full vesting. He may work for a company 
for twenty years and regularly receive reports indicating he is building up 
a large annuity, but if he leaves that employer he may find there is no 
annuity whatsoever to his credit. 

(d) Under group annuity contracts the company reserves the right to 
modify the rates on each contract anniversary after the first five years. 
Some individual annuity contracts have been issued wherein the company 
reserves the right to change the rates at any time on ninety days’ notice 
for premiums received thereafter. 

(e) Fixed dollar annuity settlement options customarily provide for 
payments of a specified amount as long as the proceeds and the interest 
thereon last, with a provision for a minimum percentage of the proceeds 
to be paid in any year. This is an annuity for an uncertain period which 
under certain cincumstances may be based on a percentage of the proceeds 
rather than a specified amount. 

(f) Recently a highly fiexible form of group annuity contract known 
as the deposit administration plan has been coming into vogue. With this 
plan there is no allocation of benefits to an employee until he actually 
retires. Thus, an employee forty years of age may be a participant under 
a group annuity contract, but the amount he receives will depend on many 
variables, including the outcome of negotiations between the employer and 
the union during the next twenty-five years. This flexibility has been con- 
sidered to be one of the advantages of this type of group annuity contract. 

Thus, we have departed from the old-fashioned idea in the life insurance 
industry that we necessarily buy a certain number of dollars for future 
delivery with a premium of a certain number of dollars. Even the so-called 
fixed dollar life annuity is subject to many variables. Of course, the pur- 
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chasing power of fixed dollar annuities will vary with the changes in the 
cost of living. 

What Is Meant by “Balancing”? Recently the term “balancing” has 
been used in discussions of variable annuities. Balancing may be explained 
as follows: 


Fixed dollar annuities provide a constant number of dollars; thus, if 
living costs decline these dollars have greater purchasing power. Variable 
life annuities have a tendency to provide more dollars when prices rise 
and less dollars when prices fall. Therefore, many people think it is wise 
to hedge one type of annuity against the other. This is often called bal- 
ancing. This balancing may be provided in many ways. It may be purely 
voluntary. This is the method proposed by VALIC. It may be based on 
certain formulas to be applied by a life insurance company as an under- 
writing practice. This is the method proposed by the Prudential Life In- 
surance Company if it is authorized to write variable annuities. The bal- 
ancing may be fixed by definite rule as in the TIAA-CREF plan, whereby a 
participant may not put more than 50% of his total premium in CREF. 

The balancing can be done through two corporations as in the TIAA- 
CREF system, a life insurance company and a pension trust as in the 
Long Island Lighting system, two pension trusts as in the Kidder, Peabody 
& Co. system, or balancing can be provided in one fund as in the Carnegie 
Institution of Washington and the National Air Lines systems. In these 
latter plans there is one fund in which there is a balance of bonds and 
stocks in the same fund. This also is referred to as balancing. 

VALIC’s officers believe that balancing is a valuable principle and is 
often a wise provision, but that it is not the essence of the variable life 
annuity idea. The essence of the variable annuity idea is the coupling of 
life annuities with equity investments so that the resulting annuity will 
vary to reflect changes in the investment experience of the portfolio sup- 
porting the annuities. 

How Do Variable Life Annuities Differ from Mutual Funds? Some 
people have asked how variable life annuities differ from Mutual Fund 
certificates: 


(a) Evidence of insurability is received for all applicants except where 
the policies are used in connection with pension plans qualifying under 
treasury department rulings. 

(b) The contract guarantees a fixed annuity rate at an indefinite time 
in the future for the ar 

(c) The contract » - _.utees a fixed annuity rate to the beneficiary 
of the annuitant at all times. 

(d) The contract guarantees a fixed expense rate to the annuitant and 
to his beneficiary. 

(e) Net premiums.are accumulated at compound interest over long 
periods of time. 
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(f) If the annuitant dies the contract guarantees that the beneficiary 
may leave the proceeds with the company and have the income payable in 
many various ways to multiple contingent beneficiaries. 

(g) The contract provides specific amounts of life insurance protection 
on all insurable lives during the first five years of the contract. 

(h) There is an optional provision for waiving premiums in event of 
total and permanent disability. 


How Do Variable Life Annuities Differ from Pension Trusts? The 
difference between variable life annuities and pension trusts is more simply 
definable. 

Life annuities, including variable life annuities, are used in pension 
trusts but may not be sold to individuals through pension trusts. A pension 
trust is a specific retirement plan for a specific employer or group of em- 
ployers and relates to the retirement of his or their employees. 


II. Should Variable Life Annuities Be Written? 


Some of the public comments have implied that variable annuities are 
inherently evil and ought to be banned—that they should not be writt 
either in or ort of the insurance industry regardless of the form of reguld- 
tion—that not even one small pilot experiment should be permitted. | 

I do not think, howev-:, that any opponent of variable annuities has 
taken a clean-cut position going this far. The National Association of 
Securities Dealers, perhaps the most bitter opponent, has stated that it is 
not against variable life annuities per se. Such a position would be difficult 
to justify. 

a) If the public can buy a piece of real estate, a single share of stock, 
a single Mutual Fund certificate, why should it be denied the privilege of 
buying annuities based on investments in a broad list of common stocks 
meeting certain legal standards? 

(b) If through pension trusts employers may establish variable annuity 
arrangements, why cannot they do so by group annuity contracts? 

(c) If the public is denied the privilege of buying life annuities, except 
of the type now in the kit of life insurance companies, how do we justify 
the failure of these companies to sell such contracts in volume? How do 
we meet the claim that they are now “priced out of the market”? 

(d) How do we justify laws prohibiting a W.versification between bonds 
and stocks in life annuities, when trustees, executors, and investment men! 
generally recognize that diversification in types of securities is desirable 
and when the laws permit trustees and executors to buy stocks as well as 
bonds? 

(e) If we compel annuitants to buy fixed doliar annuities, how do we 
answer their mute questions when the purchasing power of their sole 
means of subsistence dwindles as it has in recent years? 


As a matter of fact, many people have clearly indicated their desire 
to purchase variable life annuities. If I were to try to tell you all of the 
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reasons why I think the public needs and deserves the privilege of buying 
variable life annuities we would be here all day. I therefore will mention 
only a few salient facts which may be of special interest to this audience. 

During the past 5 years the number of individual annuities in force has 
increased only 3% and actually has declined during the past 2 years. Dur- 
ing this same period the number of ordinary life insurance policies in force 
in this country increased 35%, and the amount of group annuity insurance 
has doubled. During the past 5 years the sale of Mutual Fund shares also 
has begun to compeie seriously with the sale of annuities. The assets 
invested in Mutual Funds during the past 5 years has increased from about 
234 billion dollars to about 84 billion dollars. 

Have we not reached the point where we should inquire whether or not 
life annuities are being “priced out of the market”? The reason is quite 
obvious. The average annual yield and appreciation on common stocks 
since 1900 has amounted to about 8%. During the past 20 years it has 
averaged over 10%, and during the past 10 years it has averaged nearly 
15%. This naturally raises the following questions in the minds of many 
people: “Why should I commit all of my annuity dollars to fixed debt obli- 
gations which have averaged about 34% yield over the past 20 years?” 
“Should I not be permitted to base at least a part of my annuity program 
on equity investments?” “Should no one be permitted to try to devise a 
plan for permitting such investments in a way that will eliminate the 
speculative element involved in buying one share of stock at one point in 
time?” 

We also are finding people today who are becoming increasingly con- 
scious that a guarantee of a fixed number of dollars in the future is not 
a guarantee of a fixed amount of purchasing power. This need and desire 
for purchasing power fit neatly into our concept of selling life income on a 
needs basis. 

In short, the arguments for the variable annuity may be boiled down 
to these: 


(a) It is more likely to meet the annuitant’s need for real income—in- 
come in terms of purchasing power. 

(b) It is likely to provide a higher income. 

(c) It permits some balancing between bonds and stocks without com- 
mitting the annuity program 100% to low yielding debt obligations. 

In concluding the answer to our second question, however, I want to 
emphasize that the question is not whether variable life annuities are 
superior to fixed dollar annuities but whether no one should be permitted 
to sell variable life annuities to the public, either in or out of the insurance 
business, and regardless of the type of regulation imposed. I do not think 
that this absolute view can long be maintained, and I believe that the life 
insurance industry will suffer and will be accused of selfishness if it attempts 
to ban variable annuities absolutely. 
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Ill. Should Variable Life Annuities Be Written Within or 
Without the Insurance Industry? 


Some leaders in the life insurance industry have stated that they have 
no objection to the sale of variable life annuities but think they should be 
sold outside of the life insurance industry; for example, by Mutual Funds. 
However, there has been no discussion of how such a dual system would 
operate. I think that such a state of co-existence would present many 
serious problems to the life insurance industry and that any abandonment 
of the sale of life contingencies by the insurance industry would be a 
serious mistake. 

The public would be confused. Imagine the problem of John Doe 
assailed by two agents making conflicting claims. Both would be selling 
life annuities to assure him payments throughout his lifetime. Who would 
deal with incomplete comparisons? Would not the public be served far 
better if life annuities could be sold only by agents licensed by state insur- 
ance departments and by companies subject to their regulation and control? 

The present distinction between the investment and insurance com- 
panies would tend to disappear, and there is no telling where the encroach- 
ment of federal regulatory agencies would end. Up to this time the federal 
agencies have never regulated a company selling life contingencies. Tradi- 
tionally, when a company assures a man that he will receive an income 
for life, whether that be for 1 month, 50 months, or 500 months, this is 
“life assurance.” It requires life reserves, mortality tables, and the skill 
of the actuary. This is at least one clean-cut distinction between the life 
insurance and the investment businesses. If we should abolish it, there 
would be only a short step from the sale of life contingencies to the addi- 
tion of many features of the traditional annuity contract. 

It would be natural to want to accumulate funds to provide the life 
annuity reserves (Mutual Funds do not generally accumulate). There 
would be no reason to resist the claim that annuitants should have the 
same protection against claims of creditors now enjoyed by holders of 
conventional annuities. The sale of such life contingencies would naturally 
lead to an estate planning approach in the sale of life contingencies, to the 
desire to permit the designation of beneficiaries, and the use of settlement 
options, and to the addition of grace periods, reinstatement provisions, 
and nonforfeiture provisions, all of which are found in the policies of The 
Variable Annuity Life Insurance Company. A point might be reached 
where the Mutual Funds would assert they ought to handle every invest- 
ment aspect connected with insurance and that life insurance companies 
ought to be confined to the sale of pure term insurance. 

At the present time there is a clean-cut distinction between the life 
insurance business and the security business. When a man is assured that 
he will receive payments throughout life by means of a life annuity this 
is clearly life assurance and not a security, but if this distinction is broken 
down and the Mutual Funds are encouraged to hire actuaries and engage 
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in the sale of life contingencies, a serious problem is presented in dis- 
tinguishing the sale of securities from the sale of life insurance. Since the 
security business is regulated by the Federal government and life insur- 
ance is regulated by State governments, this also would be an encourage- 
ment for Federal enroachment in the regulation of the life insurance 
business. 

For these reasons I am convinced that variable life annuities ought to 
be written and that they ought to be written by the insurance industry and 
regulated by State insurance departments. 
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Dupiey DowELL 
Executive Vice President 
New York Life Insurance Company 


I have been asked to review with you some of the features of the “new 
competitive framework” in which we sell life insurance today. The business 
of life insurance has shown unusual growth and progress in recent years. 
Some people are inclined to attribute this to keener competition. It seems 
to me, however, that life insurance has always been a competitive business, 
and that we should look deeper for an explanation of recent developments. 

How do we recognize and mcasure competition? Freedom of entry for 
new firms might be called the basic test of competitiveness. Our industry 
passes this test with flying colors. Another test that may be applied to an 
industry is its method of setting prices. Again, there can be no doubt about 
our situation; in life insurance there are no rating bureaus or collusive 
agreements of any kind; each company establishes its own independent 
structure of premium rates. Furthermore, life insurance companies com- 
pete with each other and with other industries not only for new business 
but also for employees, for agents, and for investment outlets. 

In a free society, we must rely largely on competition as an impersonal 
regulator, rather than regulation by government, to guarantee that con- 
sumers will secure the benefits of the latest and best which science makes 
possible, and at the lowest possible cost. 

Of course, we in the life insurance business now rely on cooperation 
with State governments to assure a healthy, stable environment, and rea- 
sonable rules of the game within which these competitive forces can operate 
constructively. These rules now take the form of State laws and Insurance 
Department regulations governing the sales ethics, the acquisition expenses, 
the induction of new agents, the investment practices, the corporate powers 
and acts, and many other operations of a life insurance company. 

The recently expressed interest of the Federal Trade Commission in 
calling a joint trade conference with the various State Insurance Com- 
missioners and in formulating an Advertising Code for the Accident and 
Sickness business, suggests that we may eventually have a second referee 
of the rules governing at least one operation, one which currently is espe- 
cially dynamic in the competitive framework of our business. 

As an industry, we have always been engaged in the keenest kind of 
competition for the consumer’s dollar. And we face a special kind of com- 
petition from government. The public can always demand more Social 
Security benefits as a substitute for what we have to offer. However im- 
perfect the substitute may be, the threat of additional Social Security is 
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nonetheless, from a practical point of view, an important kind of com- 
petition. 

By all these standards, our industry has always been a highly com- 
petitive one, and particularly so since the advent of the Federal Old Age 
and Survivors security system. And yet we find some observers speaking 
of intensified competition springing up within the last few years. In fact, 
the topic assigned to this panel—“Life Insurance in the New Competitive 
Framework” would tend to suggest that competition was some sort of 
phenomenon of recent origin in our business. 

What new elements have actually entered the picture? For one thing, 
we do find that most life insurance companies have raised their sights as to 
volume of business. We do find a stronger desire to grow. We do find 
more emphasis on consumer research—finding what the buying public 
wants. But to attribute all this to the greater pressure of competition, 
in my opinion, misses the main point. 

Fundamentally, I believe that two things have happened to the life 
insurance business since World War II, and that both of them tend to 
promote vigorous growth of the business. 

First, there has been a tremendous expansion of our potential market. 

Second, within the management of most companies a creative, forward- 
looking spirit has come to life after being dormant for many years. Perhaps 
this can best be called an enterprising spirit. 

As to the first point, the simplest way to describe the situation is to 
say that the life insurance market got away from us during and after 
World War II, and we have been trying to catch up ever since. Consumer 
incomes practically doubled from 1940 to 1945. It took twice as long— 
from 1940 to 1950—to sell enough insurance to double the total amount 
in force. But even if there had been no inflation during the decade 1940 
to 1950, it would have required a tremendous sales effort to keep the 
publie’s real per capita insurance protection from slipping backward, thanks 
to the remarkable upsurge in the nation’s population and earning power. 
With inflation added to these other market factors, our industry was for 
many years virtually on a treadmill, unable even to hold our own. 

We now face a market which is much farther from the saturation point 
than it was fifteen years ago. Moreover, the market is still expanding at 
a very healthy pace. There is every reason to believe that population will 
increase at an average annual rate of one and one half per cent during the 
next decade. The national income is expected to increase almost four 
per cent each year, even if there is no further inflation of the price level. 
The number of old people and the number of youngsters in the population 
are both increasing in relative importance. 

With an unusually large proportion of the adult population now mar- 
ried, raising children, and looking forward to an extended period of retire- 
ment, the motives for buying life insurance are at an all-time high. These 
motives—coupled with a rising income and less fear of a depression than 
has existed for a quarter of a century—create a very receptive market. 
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The present marke: for insurance is a receptive one not only for these 
economic reasons, it is also receptive because people have become more 
appreciative of what insurance has to offer. It has become a truism to say 
that the public is security-conscious. The public clearly needs and wants 
more personal security than it now possesses. We know that in many 
quarters it is assumed that the government should meet the added demand 
for personal security. To us, this is a competitive challenge of the greatest 
urgency. 

I therefore wonder how anyone can criticize the aggressiveness with 
which insurance is being sold nowadays. We must have aggressive market- 
ing in order to achieve a rapid expansion of insurance in force; and we 
need this rapid expansion in order to meet our responsibilities to the public. 

If our sales message reaches enough people through a sufficiently large 
and persuasive agency force, backed by informative advertising, we can 
convince the majority of people that buying life insurance is better than 
voting for a bigger slice of Federal welfare. If, in default of aggressive 
marketing, we should fail to convince enough people, we can certainly 
expect further encroachment by government. Political forces make this 
inevitable. 

To sum up my first point, the life insurance industry faces an un- 
precedented market opportunity in which there is not only a strong in- 
centive to expand our sales but also an important social obligation to do so. 
In this large and expanding market there is plenty of room for growth with 
no reason or temptation to resort to cut-throat methods of competition. 
But there is no room for complacency ! 

My second point is that management seems imbued with a new spirit 
nowadays—a spirit of enterprise, in every sense of the word. A system of 
private enterprise, like the life insurance business, can claim the right to 
survive as an important part of our economic system, only so long as it 
contains enough competition to guarantee that everyone in the business 
will be truly enterprising. 

The crash of 1929 ushered in a period of timidity, anxiety and soul- 
searching—-a period which was climaxed by the TNEC Investigation of 
life insurance. At the end of World War II, many of us were still feeling 
guilty about the alleged evils of overselling and over-expansion. While in 
this unenterprising mood, we consoled ourselves with excuses for feeling 
glad about things we should have found deplorable. The shrinkage in our 
field manpower was a case in point. 

An attitude of distaste for aggressive selling tended to paralyze us when 
we should have been acting vigorously. In 1946 we faced market oppor- 
tunities for which we were unprepared. Now we are making up for lost 
time. 

Much of the energy and drive which an observer would find in the 
Agency Department of almost any present-day life insurance company is 
therefore not hard to explain. It is the revival of an enterprising spirit, 
which was stifled during the depression and shackled during the war. In 
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mary companies, this spirit is a direct reflection of a spontaneous manage- 
ment attitude. In other companies, the sales effort may be a somewhat 
reluctant response to competitive pressure. An important virtue of com- 
petition is that it tends to multiply the effectiveness of every spontaneous 
new development. Every progressive step that. is sparked by genuine 
initiative is matched by dozens of similar steps taken elsewhere for com- 
petitive reasons. 

Thus, in part, we can thank the system of competitive enterprise for 
the immensely important developments now occurring in the life insurance 
industry. These developments are making life insurance available at a 
lower cost to more people and in forms better adapted to their needs. 

So much for the two main reasons why there is nowadays so much 
emphasis on growth and progress in the life insurance business. Let us 
now consider how this growth and progress is taking place. There are 
three main things worth noting: first, the formation of new companies; 
second, use of modern merchandising techniques; and third, the develop- 
ment of sales manpower. 

The formation of new companies in the life insurance industry has been 
quite phenomenal. Today there are more than 1000 companies in the 
United States—about twice the number in existence ten years ago. The 
freedom of small companies to grow is evidenced by the fact that in a 
recent period of only five years—from 1948 to 1953—there were 49 com- 
panies which passed the $100 million mark of insurance in force, swelling 
the ranks of companies above this size from 152 to 201. 

Moreover, these companies are not carbon copies of each other. In the 
evolution of the business, whether by design or tradition, our companies 
have taken on highly individual characteristics and attributes and per- 
sonalities. As the business has grown, one company after another has found 
a natural groove for itself within the institution. 

We find all shapes and sizes of company represented—some national, 
some regional—some concentrating on ordinary insurance, some selling a 
broad line of coverages—some concentrating on the lower, middle or upper 
strata of the market and some trying to reach all classes of buyers. Then 
we find some companies operating on highly centralized systems of control 
and supervision; other companies, hdwever, believe in a decentralized 
system, under which the General Agent is encouraged to build his agency 
around his own personality and individual abilities. 

This multilateral approach to distribution is very confusing to the 
casual outsider, but we in the life insurance business know that this variety 
of sales policies is one of the healthiest attributes a business can have. It 
keeps our business on its toes and keeps its arteries elastic. This diversity 
reflects management initiative. It is also undoubtedly good for the con- 
sumer. No one has yet found a final answer as to the best way to organize 
for the sale of life insurance. Progress can come only through experimenta- 
tion. The consumer is the arbiter of what will succeed. 

Aside from formation of new companies, methods of promoting the 
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growth of business can be summarized under two broad headings: mer- 
chandising and manpower. 

Under “merchandising” I would include the modernizing of policy forms 
and underwriting rules, as well as the use of more effective advertising and 
promotional material. The use of more forthright and factual advertising 
is part of this trend. I would also include the introduction of new plans 
of insurance, which are better adapted to the public’s changing needs and 
preferences. For convenience, we might also encompass under this heading 
the broadening of the agent’s sales kit by addition of Accident and Sickness 
policies and the various Group coverages. 

In all of these various aspects of what may broadly be called “mer- 
chandising” there has been remarkable progress during the last few years. 
Incidentally, as a by-product of the trend toward offering a broader 
product line, we have increased the element of competition within our 
industry. There is a very healthy competition between group insurance and 
individual insurance, for example. We believe that the consumer is best 
served when he has some chance for expression of preference. Our main 
job is to see that people are more adequately insured. And group insur- 
ance is a most effective answer to the threat of additional Social Security. 

But the story of the enlarged product line and more effective merchan- 
dising has become a rather familiar one, and I will not attempt to elaborate 
on it here. Instead, let me close with a word about manpower, which is 
probably the most important key to growth. 

When visualizing the position of life insurance companies in the new 
competitive framework, it is important to remember that there is not only 
competition for the insurance buyer’s dollar, there is also competition for 
the services of the salesmen who solicit that dollar. Life insurance com- 
panies today face intense competition with other industries for the services 
of men and women who can really sell. Paradoxically, but logically, we 
find it easiest to recruit agents during periods of recession, when there is 
maximum resistance by potential buyers of insurance. We find it hardest 
to recruit and keep good agents just at the time when our market is most 
receptive. 

This is a crucial matter in a business which depends on personal selling. 
In a sense, the public urgently wants more protection. But our agents 
create the effective demand for life insurance. When they stop creating, 
we stop selling: Jt is only when an agent makes a prospect feel the imme- 
diacy of the need that a demand is created. 

I would emphasize this point because it is frequently overlooked. 
Without exaggeration one might say there is no natural demand for life 
insurance. There is a demand for the things that life insurance can do, 
but rarely does an individual make up his own mind to buy it. And even 
in those rare cases, the decision to buy all too frequently grows out of 
situations or conditions that make it too late to buy. And yet we must 
compete for the consumer’s dollar against goods, products and services 
which invite the purchaser to enjoy them now and pay for them later. 
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With life insurance, the invitation must be stated in reverse order: Start 
paying for it now, keep paying for it and enjoy it later—perhaps much, 
much later. Yes, it is instalment selling—we were pioneers in that field— 
but our kind of instalment selling can, usually, be consummated in just 
one way, that is, man to man and face to face. This has always been true 
and remains so today despite all of the good will that exists toward life 
insurance and all of the money that is spent to make the public more 
receptive to the service we are prepared to offer. With life insurance, the 
sale still does not take place without that catalyst we call the agent! 

Therefore, in order to achieve any real expansion in our total volume 
of business, it is absolutely essential to multiply the quantity and effective- 
ness of our field manpower. The branch office manager or general agent 
is the No. 1 controlling factor in this growth process. Time and time again 
in our own 110-year-old Company have we seen the convincing evidence 
of this. 

A sure-fire procedure for producing managers capable of building suc- 
cessful life insurance agencies would be worth its weight in gold. Develop- 
ing procedures for selecting and training managers has become the most 
important job of every company’s chief agency officer. If this is the super 
highway to growth, why wasn’t a field management development program 
worked out long ago? Perhaps the answer may be in three observations: 

First, the home offices were long preoccupied with the problem of select- 
ing and training agents. A good twenty years of research went into this 
before it became apparent that research could also be useful in the selection 
and training of managerial timber. 

Second, as a result of this attention to agent selection and training pro- 
cedures, home offices took over much of the work which was rightfully and 
properly the manager’s. This made it all the more difficult to find 
and motivate good managers. 

Third, the home offices were slow to realize that a top-flight salesman 
does not automatically turn out to be a top-flight manager. 

We in the life insurance business have only recently begun to recognize 
that the development of top-flight managers requires a plan, a carefully 
worked out procedure; it takes time; it costs money; but it can pay the 
largest return of any investment a life insurance company can make. Our 
own current emphasis on management development is therefore very great 
—partly to make up for lost time, and partly because expansion of the field 
sales force is a most urgent necessity if life insurance is to find its rightful 
place in our fast-growing, competitive economy. 

I can sum up these observations in very few words. The new com- 
petitive framework includes an unusually receptive market and an attitude 
of determination to make the most of it. The market can be reached ade- 
quately only through expansion of the quantity and quality of the agency 
force. We have begun to recognize the necessity of decentralizing responsi- 
bility for this expansion. Recruiting and training must be accomplished by 
field management rather than by home offices. The number one home 
office job is developing more and better agency managers. 
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An intensified spirit of competition has characterized the life insurance 
business in recent months. The public appears to have recognized this 
intensified competition primarily as a result of the increasing emphasis 
given to net costs in the national advertising campaigns conducted by 
many of our major companies. Actually, however, our new competitive 
frame includes many facets other than a renewed emphasis on net cost. 
It is our purpuse this afternoon to discuss the efforts being made by the 
life insurance business to secure an increased percentage of the disposable 
personal income. Such efforts include the development of new products 
and services, along with a drive for lower net costs. As a corollary to these 
undertakings, we have expanded our sales force so that the real advances 
which we have made can be presented forcibly to the American people. 

The vecessity for these improvements can best be demonstrated by 
reviewing che increasing emphasis in this country on security expenditures 
and by determining the portion of such expenditures which is being 
absorbed by life insurance premiums. I have included, as security expendi- 
tures by individuals: (1) life insurance premiums, (2) deposits with non- 
insured pension and welfare systems, (3) the costs of Social Security taxes, 
(4) accident and sickness premiums, (5) the cost of hospital and medical 
services, (6) government life insurance premiums, and (7) fraternal 
society premiums. These expenditures have been compared with disposable 
personal income, after taxes, augmented by both security deductions and 
employer contributions for security purposes. I have chosen 1936 as a 
base year because, prior to that time, security expenditures other than life 
insurance premiums were relatively uniform and inconsequential in amount. 

The proportion of income spent for security purposes was 6.8% in 
1936, 7.5% in 1945, and 9.3% in 1954. Of this proportion, life insurance 
premiums represented 79% in 1936, 47% in 1945, and 40% in 1954. If 
life insurance premiums are increased by accident and sickness premiums 
paid to life insurance companies, the proportion in 1954 would have been 
47%, instead of 40%. Since accidex.t and sickness premiums paid to life 
insurance companies in 1945 were not consequential in amount, it would 
appear that by entering a new line of business—accident and sickness in- 
surance—we have been able to hold our own in the competition for security 
expenditures since 1945, although we have not regained the position which 
we held in 1936. 
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Our principal competitors in the battle for the security dollar are the 
non-insured pension and welfare systems and Federal social security. In 
both cases our competitor has a tangible cost advantage over us. On our 
side have been the direct, personal salesmen whom we employ, the reputa- 
tion for financial integrity which we have made for ourselves, and our 
ability to provide a benefit pattern which is individualized for our client’s 
security needs. 

The non-insured pension and welfare systems have outstripped the in- 
sured plans primarily because of the tax advantages which the non-insured 
plans have enjoyed to date. A determined effort is being made to elim- 
inate the tax differential which exists both at the State and at the Federal 
level. To date, our only tangible results have been at the State level, where 
in some cases we have been able to eliminate premium taxes on insurance 
contracts issued in connection with pension systems. We appear to have 
made some impression at the Federal level and hope appears justified for 
the elimination of the tax on income arising from insurance contracts issued 
in connection with pension systems. The correction of inequities in both 
of these areas is receiving top-level attention. 

Another very substantial handicap to our ability to compete in this 
area is represented by the fact that the non-insured plans can engage in 
the insurance business without regulation by the state insurance depart- 
ments. The rapid increase in the number of actuaries engaged in the non- 
insured pension field was the subject of comment by the President of the 
Society of Actuaries at our last annual meeting. He pointed out the com- 
petitive nature of their efforts and suggested that the temptations are 
greater than was formerly the case and that the possibilities of self-gain 
had likewise been multiplied. These comments were part of his suggestion 
that consideration be given to the creation of a code of ethics for actuaries. 
Unquestionably, the absence of supervisory regulation in the non-insured 
pension field has heightened our competitive difficulties and provides a 
springboard for the extension of similar privileges into other areas. The 
supervision of union welfare funds, in particular, is receiving attention at 
the Federal level. Before leaving the subject of non-insured pension sys- 
tems as a competitor, I should like to mention the Jenkins-Keough Bill, 
H.R. 9 and 10, which is receiving attention at the national legislative level. 
These discussions are far too immature as yet to be more than mentioned 

Turning from this competitor in the battle for the security dollar to our 
other principal competitor, social security, we find, in the even-numbered 
years—those years of congressional elections—a steady progression from 
the initial sound base of providing benefits at a subsistence level. In 1956, 
consideration will undoubtedly be given by the Senate Finance Committee 
to House Bill, H.R. 7225, which provides for cash benefits for permanent 
and total disability after age 50 and for lowering the retirement age for 
women to 62. The difficulties which we face in this competition are 
obvious when we consider that our salesmen are endeavoring to persuade 
the American public to spend its current earnings for a future benefit, 
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while a segment of our politicians is offering an immediate benefit in return 
for someone else’s future taxes. Thus far, the public’s choice has been easy. 

The life insurance industry, while never opposing social security benefits 
at the subsistence level, has opposed the encroachment which has followed, 
but such opposition needs effective organization. An unbiased group such 
as this, buttressed by the educational institutions which you represent, 
could contribute much to the thinking of the United States Congress and 
of the American people themselves. Research in this area is going forward 
currently and your scrutiny of its results is solicited. An informed study 
of the data and the wise counsel which you and your associates in the 
leading educational institutions of our country could offer might well lead 
to the formation of an advisory group whose wisdom could not be denied. 

It will be observed that we and our competitors together have per- 
suaded the American public to devote an increased portion of its income 
to personal security purposes. I have mentioned our principal competitors 
in that area (non-insured pension plans and social security). While the 
American public has devoted an increased portion of its income to personal 
security purposes, it has done so only after first gratifying its desire for 
automobiles, recreation and other non-essential consumer products. Our 
real objective, and necessarily that of our competitors for the security 
dollar, must be the relative reduction of these luxury items. 

It will be realized that these comments have been based on the pro- 
portion of disposable personal income represented by life insurance pre- 
miums. A more favorable presentation of the life insurance industry would 
result if I were willing to accept the growth of the volume of insurance 
in force as a yardstick, rather than the growth of premium income. This 
I have not been willing to do because I am convinced that the recent 
growth in term insurance, which has caused the relatively larger growth 
of volume than of premiums, has not been a sound development. Let us 
turn our attention now to the efforts we have been making to the diverting 
of present pleasures to future necessities. 

I have already stressed the part which new products have played in 
this effort by commenting on the fact that accident and sickness premiums 
have enabled us to hold our own competitively in the security dollar race 
since 1945. Within the framework of accident and sickness premiums has 
been the development of major medical insurance by the life insurance 
industry. Major medical insurance has, in my opinion, been the single most 
significant insurance development in the last decade. Major medical insur- 
ance has adopted established principles of the casualty insurance business. 
The established principles to which I refer are the deductible amounts 
and the coinsurance element. The deductible amount has recently been 
adopted in hospitalization insurance contracts and will, I predict, be of 
increasing importance in that area. 

The other new product deserving of special comment is the variable 
annuity, that most controversial of fields. While many companies have 
not entered the accident and sickness field and while many of those who 
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have not done so have expressed publicly the reasons that have prompted 
such negative attitudes, no one has questioned seriously the propriety of 
the issuance of such contracts by the life insurance business. With respect 
to the propriety of selling variable annuity contracts, however, the life 
insurance business splits resoundingiy. You have heard, earlier in the day, 
Mr. Johnson speak ably and effectively tc this subject. I do not regard 
it as the function of this period of your meeting to underline the negatives 
which persist in this regard. Suffice it to record the existence of certain 
negatives. 

An example of new services may be found in our attempt to provide 
easier methods of making premium deposits. The tremendous growth of 
ordinary insurance in companies where premiums are collected monthly 
by the agent personally, rather than by mail, affords a good example of 
this trend. 

An even better example is afforded by the development of procedures 
for collecting premiums monthly, through banking channels. My own 
company has been particularly successful in this field and collects premiums 
monthly by means of a pre-authorized check, drawn on the checking 
account of the premium payer. This authorization, normally given when 
the contract is issued, instructs the premium payer’s bank to honor checks 
drawn monthly on his account for the payment of premiums on the 
policy described in the authorization. We prepare these checks mechanically 
each month and deposit them on the premium due date in one of our 
Louisville banks. These checks are cleared through the usual banking 
channels and are presented for payment at the bank in which the premium 
payer has his account. The cancelled check is given to the payer, along 
with his other cancelled checks, at the end of each month when statements 
are furnished by the bank and it represents a receipt for the premium paid. 

Our monthly premium is one-twelfth of the annual premium with the 
result that we offer the customer the benefit of the annual rate and at the 
same time the convenience of the monthly payment plan. Any unpaid 
installments of the annual premium at the time of death become due and 
are deducted from the policy proceeds in order to collect the premium for 
the full year as we do in the case of annual deposits. A minimum monthly 
premium of $10.00 is required. The bank is indemnified against any loss 
arising through negligence or error on our part. 

This method of collecting premiums has been in continuous use since 
July 7, 1952, and has proved to be very popular with the public, the field 
force, and the company, alike. We are issuing, currently, more than half 
of our ordinary business on this basis and are experiencing a persistency 
which is only slightiy less favorable than that on business paid annually 
and considerably more favorable than that on business paid semi-annually 
or quarterly. 

Underlying the development of new products and services has been a 
drive for lower net costs which is reflected in every avenue of recent 
activity—every activity from automation, to improved mortality experi- 
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ence, to improved investment earnings. This drive is an ever present one 
and represents always a clear challenge to the insurance industry. This 
drive, also, has, in some companies, taken new forms in recent months 
and I should like now to discuss these developments in particular, as well 
as improvements in general. These developments reflect the emergence 
of the industry from the declining investment returns which characterized 
our business from 1923 through 1947 and the completion, or substantial 
completion, of the reserve strengthening programs which have absorbed 
so large a portion of earnings. Management ‘has been able to turn its 
interests recently to this area. 

The four principal factors involved in determining non-participating 
life insurance premium rates and dividends for participating insurance are 
interest earnings, mortality experience, operating expenses, and termina- 
tion rates. The latter item is usually introduced directly into premium 
calculations in the case of non-participating life insurance and indirectly as 
a function of dividend calculations for participating contracts. A margin 
for contingencies is required in both cases. 

The calculation of non-participating premium rates and the prepara- 

tion of a dividend scale are equally challenging to the actuary. In either 
case he must pay particular attention to the merchandising methods in 
current use in his company and must remember always the importance of 
developing contracts and affording net costs which will meet the insurance 
needs of the market which is being cultivated. 
- This ever-present problem has been particularized in recent months by 
the development of the so-called “special” policies, although this develop- 
ment represents merely the same old problems of mortality, interest, 
expense, and persistency. This particularization, however, has captured 
public fancy and the explosion of the myth is worth at least a few minutes 
of our time. No better detonator for the explosion can be found than the 
statement made as long ago as 1915 by Mr. Edward E. Rhodes, a pillar of 
the Actuarial Society of America. Mr. Rhodes served the Mutual Benefit 
Life Insurance Company for over fifty years and was an outstanding figure 
in the entire industry. In 1915, Mr. Rhodes stated: “It would seem to be 
a cardinal principle of mutual insurance that the rate for any particular 
form of policy should be sufficient for the following purposes: Ist, to 
meet all the policy obligations; 2d, to meet the necessary administrative 
expenses; 3d, to enable the company to maintain an adequate contingency 
reserve; and 4th, to maintain the agency organization, all on the assump- 
tion that no other form of policy is issued by the company.” I should 
like to emphasize again that these four points were made by Mr. Rhodes 
more than 40 years ago. 

The maintenance of a strong competitive position as to net costs has 
a profound effect on the agency system. Despite its importance, the 
actuary has as a fundamental requirement the maintenance of permanent 
financial security. Of the four factors enumerated above, interest earnings 
have, so far, been independent of the “special” policy classification. 
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Different investment media for “special” policies may, some day, be 
considered. 

On the other hand, mortality differences have been recognized in the 
“special” policies issued by certain companies. The actuary who embraces 
such a means of economy must necessarily face two problems, at least: 
(1) the unpopularity of such a contract with the sales force who must 
present it without pre-knowledge as to whether the individual applicant 
will be eligible and (2) the relatively slight monetary importance of mor- 
tality differentials at the younger ages. The latter point has been char- 
acterized by a growing tendency to broaden the “standard” category at 
the younger issue ages, in particular. 

In commenting on the effect of mortality experience I should like to 
digress for a moment to comment on what I observe to be a trend gen- 
erally toward a broadening of the “standard” category to include risks 
which formerly were classified as “substandard.” - Mortality at the younger 
ages, in particular, has improved to the point where many experienced 
home office underwriters are inclined to feel that the expense of under- 
writing these younger applicants individually is not warranted. While this 
attitude may be warranted from a medical or an occupational standpoint, 
I should like to remind you, and those responsible for these decisions, that 
every mortality investigation of risks, where moral hazards were found 
to be present at these younger issue ages, has shown an increasing diverg- 
ence from the norm at later ages. An increase in non-medical limits at 
these ages would appear to afford most of the advantages which are sought, 
without blanketing in those who present hazards which can be determined 
readily and economically. 

The selection of what constitutes operating expenses for non-participat- 
ing premium rates and for dividend calculations is less standardized than 
is that of either interest or mortality. In the case of “special” policies, 
operating expenses are recognized universally. As a corollary to the con- 
sideration of operating expense as a factor for “special” policy purposes 
is the possibility of lower unit commission rates for the field force. Ubvi- 
ously, lower unit commission rates for “special” policies will benefit the 
industry only if such lower rates are required in order to persuade the 
public to divert to life insurance premiums a larger portion of its dis- 
posable income and only then if the resulting aggregate commissions at 
the lower unit rate exceed the conventional commissions at the old unit 
rate. 

The final principal factor involved in determining non-participating 
premium rates and dividends for participating insurance is persistency. 
Here, too, a number of companies have found a means of recognizing, 
soundly, the more favorable experience which has been authenticated as a 
characteristic of larger policies. In so far as the level of premium rates 
is concerned, the introduction of persistency as a factor may not serve 
to warrant a reduction of much significance, because the companies which 
introduce it may provide greater cash surrender values for “special” 
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policies. The product of higher cash surrender values and lower termina- 
tion rates results in only slight reductions in the premium rate itself. The 
resulting net cost calculations are usually much more favorable, however, 
particularly in the early years. 

Improvements in persistency, followed by corresponding increase in 
early cash surrender values, offer a very fertile field for improving the 
competitiveness of our business. Increased cash surrender values in the 
early years will not serve to increase premium rates if they are accom- 
panied by a corresponding reduction in the number of insured who request 
payment. At the same time, the reduction of the loss sustained if surrender 
becomes necessary will do much to eliminate this important objection which 
many raise to the purchase of life insurance. It is in this area, in particular, 
that the “special” policy has rendered a real service to the business as a 
whole. 

The inability to provide increased early cash surrender values will, 
in my opinion, be a major obstacle to the success of the more recent 
innovation of gradations in premium according to policy size. This de- 
velopment was approved by the New York Insurance Department in a 
ruling issued on April 22, 1955, in response to a request for approval of 
contracts designed for issuance on such a basis. We have not yet had an 
opportunity to assay in this country the public appeal of this new approach 
to lowered net costs. The idea has been received with enthusiasm by many 
whose opinions I respect and has been successful in England and Canada. 
Whether the inability to provide increased early cash surrender values 
will prove to be as important a handicap as I anticipate remains to be seen. 

In any event, the approval of the principle of gradations in premiums 
by size of policy by the New York Insurance Department seems to have 
settled the debate over “special” policies. The only stipulation made by 
the Department was that such gradations must be applied to all plans of 
insurance. The New York Insurance Department further has ruled that 
dividends may be varied by policy size. 

Before leaving this discussion of the recent emphasis on net costs, I 
should like to mention two other developments in this area. For many 
years actuaries have been aware of the lower mortality experienced on 
female risks. Most actuaries have concluded that this favorable factor was 
offset by the lower policy size which has been characteristic of contracts 
issued on female lives. Five years ago one company began the issuance of 
a policy with a high minimum amount for female risks. More recently, 
another company his initiated the practice of basing premium rates for 
female risks at an issue age three years younger than the calendar age. 
These two experiments merit examination, particularly when weight is 
given to the fact that our female population is very much less fully insured 
than is our male population. Recent survey figures indicate that 80% of 
our male adult population owns life insurance while only 62% of our 
female adult population is insured. The elimina‘ion of this disparity affords 
a fertile field for those who can find new means of persuasion. One ex- 
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tremely real advantage of grading premiums according to policy size is that 
recognition can be accorded the more favorable mortality experienced on 
female lives and, at the same time, policy size is considered automatically. 

This discussion of life insurance in its new competitive frame cannot be 
concluded without a brief catalog of developments in the field of mass 
merchandising. In this field there has been extremely bitter competition, 
particularly between life insurance companies themselves. This particular 
form of competition is least praiseworthy and has been almost sufficiently 
extreme to have been detrimental to the business as a whole. The liberali- 
zation of group underwriting limits has represented an area of unusual 
competition, with amounts in excess of $250,000 having been issued on 
individual lives. Different companies have accepted coverage on the same 
group with the result that excessively large amounts have been issued in 
the aggregate. Pressures to meet such competition have presented real 
difficulties for the more conventional companies. 

All of the forces at work in this area have not been evil. Insurance in 
the period subsequent to retirement has constituted a problem from the 
beginning of group insurance and a variety of solutions is being offered 
currently. Among the most popular of these is a combination of increasing 
amounts of single premium permanent insurance, purchased by employee 
contributions, coupled with decreasing amounts of term insurance, pur- 
chased by employer contributions. The sum of the two coverages is a 
level amount. The distinguishing characteristic is the availability of cash 
surrender values for the single premium insurance after termination of 
employment. 

Even more recent have been the experiments with groups of less than 
twenty-five lives and with the automatic acceptance of a group of appli- 
cants for ordinary insurance without individual evidence of insurability. 
So recent have been these developments and so divergent have been the 
mechanics used by the various companies that J shall only mention them. 

I have tried this afternoon to point up the forces that have activated 
our increased drive for business and, against that background, I have 
endeavored to paint, broadly, some of the recent blendings of actuarial and 
sales techniques, looking toward an expanded use of life insurance in our 
modern «conomy. I have discussed the development of new products and 
services and have emphasized modern premium collection methods. I have 
commented at greater length on the factors underlying our increased em- 
phasis on net costs. Finally, I have reviewed certain trends in the group 
field. 

Increasingly, the actuary and the head of the sales organization are 
sitting down together to share the responsibility for the growth of the 
institution of life insurance. Such unanimity of action will undoubtedly 
benefit both, and the joint effort will find new avenues and improved uses 
for existing ones. The emergence of the actuary as a consultant to execu- 
tive management and to sales management alike augurs well for the young 
men who today are receiviag their instruction under your tutelage, which- 
ever segment of our business they intend to serve. 
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The topic which I have been invited to discuss is “Teaching the Basic 
Property and Casualty Course.” Actually, I prefer to call such a course 
simply a “Basic Property Course,” since it is my contention that the initial 
division of the insurance field should be into two parts—property insurance 
and life insurance. I subscribe to the theory that there are basically only 
two types of assets: “human life values” and property values. Life insur- 
ance should encompass hazards that have a direct primary impact upon 
the insured’s person—death, accident, and sickness. Property insurance 
should cover those hazards that do not affect directly the person of the 
insured but do imperil his property. Included under this definition of 
property insurance would be: all that is implied by the current phrase 
“property and casualty insurance,” i.e., fire, theft, legal liability, ete., but 
not accident and sickness insurance. Hence, hereafter I shall refer to the 
course as the “Basic Property Course.” 

I regard myself as more of a novice than an expert on property insur- 
ance, since I have taught the basic property course only twice, although 
I am currently engaged in revising the subject matter and reading assign- 
ments for my third attempt. Thus my actual experience is limited. 

It is my purpose this morning to discuss some of the problems involved 
in the teaching of the basic property course, and to suggest how I believe 
the course can best be handled. In so doing I hope to include more than 
just a summary of how we do it at the University of Connecticut. At the 
outset, therefore, let me make it clear that the opinions expressed in this 
paper are not necessarily those of my distinguished associates Dean Acker- 
man and Professor Ivry. 

A relevant discussion of the basic property course necessitates a brief 
consideration of the framework surrounding the course as well as the dura- 
tion of the course proper. The prerequisite required by most schools is a 
general insurance course covering among other things the economics of 
insurance, history, types of carriers, and probability. Commonly both the 
general insurance course and the basic property course are one semester 
forty-five class hour courses. This I would consider to be the absolute 
minimum number of hours required if the instructor is to avoid complete 
frustration. Where a general insurance course is not required before taking 
a forty-five hour basic property course, my recommendations are not 
apropos. 

Let us assume, therefore, for purposes of discussion, that a general 
course precedes the basic property course. In order to be more specific let 
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us consider the situation where the basic property course is also the 
terminal course, after which the alternative case will be mentioned—where 
another property course follows the basic property course. 

To summarize, my paper will deal with the basic property course that 
has been preceded by a general insurance course with primary considera- 
tion given to the case where only one property course is offered. It is 
further assumed that we are concerned with an under-graduate course, 
since the last survey of courses made by the 8. 8S. Huebner Foundation for 
Insurance Education in 1949 showed that only four of two hundred and 
nine property courses conducted at the collegiate level were offered to 
graduate students exclusively. 


Objectives 


I firmly believe that the ultimate objective of this course should be the 
same as that of most other college courses—to stimulate students to 
think and to reason; in this particular instance to apply their thinking 
and to develop their powers of analysis with reference to property insur- 
ance situations. 

However, before a student can converse intelligently about a subject 
he must have considerable factual information concerning the subject mat- 
ter itself. With reference to property insurance this means not only a 
basic knowledge of insurance terminology and familiarity with the content 
of the common property contracts, but also an understanding of the func- 
tional aspects of insurance including rate making, underwriting, loss ad- 
justment, marketing, and finance. A careful explanation of insurance prin- 
ciples should also be imparted to the student together with the factual 
information. 

As has been stated here before on several occasions we should seek to 
educate rather than train. Consequently it is more important for us to 
teach students “why” things operate as they do, rather than “how” things 
operate; but to comprehend fully the “why” of things a person has to 
know the basic “how” of things too. 

Thus I would consider that we have two objectives in the basic prop- 
erty insurance course—imparting a knowledge of the subject matter and 
developing the students’ reasoning ability. The latter, though most im- 
portant, is dependent to a considerable extent upon the former. Factual 
information by itself is worth something but unfortunately it is generally 
soon forgotten. If in addition we are able to increase the individual’s 
ability to apply his knowledge in an analytical fashion we have made a 
greater contribution not only to the education process but to the indi- 
vidual himself. It has been aptly stated: “the man who knows ‘how’ will 
always have a job, but the man who knows ‘why’ will always be his boss.” 


Approaches 


Basically I believe there are two teaching approaches to the subject 
of insurance—the line and the functional. In addition to these approaches 
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there are what I consider different emphases that can be used, for example 
the consumer aspect and the management aspect. Finally one has to decide 
on the classroom technique to be employed—lecture or discussion. 

The line approach has the advantage of being direct and easily under- 
stood by the student. He learns fully about one type of insurance, e.g., fire, 
before moving on to another type of insurance. One step is taken at a 
time and thus there is little possibility of his becoming confused or lost 
at the start. The principal disadvantages are that this approach is api 
to be more time consuming and the student is apt to have his knowledge 
so compartmentalized that he may have difficulty in thinking across lines. 
In other words it may be harder for him to focus his thoughts upon the 
broad picture with regard to insurance problems. 

The functional approach while overcoming some of the shortcomings of 
the line approach is not without its own drawbacks. When the subject is 
divided into such topics as the insurance contract, underwriting, rate 
making, loss adjustment, regulation, ete., students frequently find difficulty 
in orienting themselves. Their lack of specific information regarding the 
separate lines of property insurance tends to leave them confused especially 
in the early stages. The instructor’s references to first one line and then 
another line to illustrate points he is making with regard to underwriting, 
rate making, etc., are likely to heighten the student’s feeling of frustration 
rather than alleviate it. 

This approach is less time consuming though, and it is contended that 
when properly employed more satisfactory final results can be obtained 
than by the use of the line approach; for from the very start the student 
is taught to think across lines to compare and to contrast. 

Few, if any of us, I am sure use one or the other approach exclusively. 
Instead we compromise and in so doing seek maximum utilization of the 
advantages inherent in both approaches while minimizing the disad- 
vantages. In so doing I am certain, however, that there are great differences 
in the degree one approach is used in deference to the other. 

With regard to the emphasis to be put on the basic property course, 
it is my position that the company or management viewpoint should be 
stressed because at this level of course work we are attempting to educate 
people for future management positions. On the other hand, in the gen- 
eral insurance course I favor placing greater emphasis on the consumer 
aspect, for here a larger proportion of the students’ only contact with 
insurance will be as consumers. The particular emphasis and the degree 
of emphasis need not depend upon the choice of text, but can be developed 
by the instructor during classroom time. 

Concerning the matter of classroom technique, discussion seems prefer- 
able to lecture. The former, while more time consuming, is also more 
thought provoking. I am not contending that an ineptly led discussion is 
preferable to a well-organized lecture, but I am assuming that both are 
handled with the necessary skill and preparation. Since an effective dis- 
cussion depends upon full class participation, this technique is only 
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feasible with small classes. Unfortunately I am afraid most of us are 
forced to forego the pleasure of small classes and hence have to resort to 
the lecture technique. This, it has forcibly been stated, is the lowest 
form of teaching—where the notes of the teacher becomes the notes of the 
student without passing through the heads of either. 

With few exceptions I oppose either the use of movies or outside 
speakers for this course. One point, however, where outside speakers may 
be used effectively is on current topics. Films generally do not confine 
themselves to the topic for the day and they also tend to be lightly re- 
garded by students. It is my impression that most students regard a filr 
during class time as an invitation to relax. While'I am not opposed to 
relaxation, I believe the learning process is facilitated when students are 
intent upon what is being said and when they are anticipating questions 
that may come their way momentarily. 


Content 


Due to the limited time allotted for the course and the wide diversity 
of potential property insurance topics, selection of the material to be 
covered and the number of hours to be devoted to each topic pose a 
manifold problem. Since there are many feasible arrangements unanimity 
of opinion with respect to any one is not to be expected. The suggestions 
I am about to make regarding the content.of the basic property course— 
that has been preceded by a general insurance course—are advanced as 
but one answer to the dilemma. I happen to believe it to be a very satis- 


factory arrangment but certainly not the only workable one. 


Basic Property Insurance Course 
Topic 
I. Introduction 
II. Insurance by Lines 
A. Fire Insurance 
3. Ocean Marine Insurance 
C. Inland Marine Insurance 
D. Theft Insurance 
E. Fidelity Bonds 
F. Surety Bonds 
G. Public Liability Insurance 
H. Automobile Insurance 
I. Aviation Insurance 
J. Workmen’s Compensation Insurance 
III. Insurance by Functions 
A. Loss Adjustment 
B. Agency Operations 
C. Underwriting 
D. Reinsurance 
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E. Rates 
F. Insurance Finance 
G. Reserves 
H. Regulation 
IV. Topics of Current Interest 
A. Home Owner’s Policies 
B. Flood Insurance 
C. The Uninsured Motorist 


In summary, one hour is spent upon introductory concepts, twenty-one 
hours are allotted to the different lines of insurance, seventeen hours are 
devoted to discussing insurance by functions, and three hours at the con- 
clusion of the course are allocated to timely current issues. The total is 
only forty-two hours, it being my opinien that at least three additional 
hours should be available for quizzes and examinations, making the final 
total forty-five hours. 

If your classes are small enough so that students are called upon for 
frequent recitations, then perhaps three hours for quizzes and examinations 
is not necessary. Generally today, however, class sizes preclude the possi- 
bility of frequent classroom participation by more than a minority of stu- 
dents. Hence in all fairness to the majority they should be given sufficient 
opportunity to demonstrate their skill or lack of skill by answering written 
questions. We who deal with probability and the ramifications of the law 
of large numbers in our subject matter leave ourselves open to valid 
criticism if we are content to base a student’s grade in the course upon 
his answers to a minimum number of questions. Certainly a half dozen 
ten minute quizzes and two hourly examinations do not comprise an un- 
necessarily large sample. 

Generally, due to the inroads made by vacations, there will be actually 
an hour or two less than forty-five in which case I favor sacrificing some 
of the time devoted to current issues. Incidentally, in connection with the 
schedule of assignments, I believe it desirable to distribute the outline of 
the entire semester’s work to the students the first day the class meets. 
This does not mean committing yourself to a wholly inflexible schedule, 
for if and when changes appear advantageous, they can be announced. You 
should have a definite plan with respect to the course and if you do I see 
no reason for not conveying your plan to the students. The foremost ques- 
tions in the minds of students at the first meeting of the class are most 
likely to be “what kind of course is this going to be anyway? Is it going 
to be easy or will I have to really work? Am I going to learn something 
or is it geing to be mostly a waste of time?” Distribution of the course 
outline enables students to see immediately exactly what will be covered, 
what the reading assignments are, and when examinations will come. The 
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outline thus serves to remove some doubts, increase respect, and facilitates 
the making of a good first impression. 

I have suggested that only the first hour be utilized to cover intro- 
ductory concepts. This suggestion assumes that in the general insurance 
course among topics covered will have been the economics of insurance, 
history, probability, types of carriers and the nature of insurable hazards, 
and thus this first hour is intended essentially as one of review. When a 
general insurance course does not precede the basic property course, then 
allotment of only an hour for introductory material would be grossly 
inadequate. 

It is also my premise that better results are obtained by using the line 
approach during the first part of the course. While it is true that this 
entails occasional repetition, repetition during the early stages of the course 
is not wholly undesirable. A systematic step by step process in the be- 
ginning, including some review, is greatly facilitated by use of the line 
approach. Moreover, the possibility of losing or confusing students in the 
early part of the course is minimized. Once the student has had the oppor- 
tunity to digest property insurance terminology and acclimate himself with 
reference to the different types of property insurance, I favor shifting over 
to the functional approach. 

You will note that I have recommended discussing ten different types 
of insurance—fire, marine, inland marine, theft, fidelity, surety, public lia- 
bility, automobile, aviation, and workmen’s compensation—for which a 
total of twenty-one hours have been allotted. Twenty-one hours is not 
sufficient to do an intensive job and some may question its adequacy even 
for extensive purposes. However, I personally would oppose omitting any 
of the ten types of coverage mentioned in order to devote more time to a 
fewer number of lines, and I would also hesitate to spend more than half 
of the total time in the course on types of insurance. Moreover, all ten 
types, it seems to me, should be discussed in a basic property course and 
possibly some others too. 

Having discussed the different lines of insurance, seventeen hours is 
then devoted to treating insurance on a functional basis, which I have 
divided into eight topic headings—loss adjustment, agency operations, 
underwriting, reinsurance, rates, insurance finance, reserves, and regula- 
tion. Placing loss adjustment first ahead of underwriting is the reverse of 
the order in which the functions actually take place in the business opera- 
tion. However, I have found that questions of loss settlement are most 
prevalent in the minds of students and arise throughout the early part of 
the course. Consequently I prefer not to postpone a full discussion of 
losses any longer than seems absolutely necessary. 

Among the functional topics the one most difficult to place in proper 
sequence is regulation. Regulation has to do with virtually all facets of 
insurance, and it may be that it should not be discussed as a separate topic 
but should instead be integrated into the subject matter whenever and 
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wherever it is appropriate. At the present time, I prefer to discuss it both 
separately and lastly. 

Thus far thirty-nine hours plus the time used for examinations and 
quizzes have been utilized—assuming you have been able to keep up to 
the minute in the proposed schedule. It is well to spend the last few hours 
on topies of current interest. This is a highly desirable part of the course 
since it acquaints the student with some of the problems foremost in the 
minds of those in the insurance industry. Generally these are items which 
have either been featured in recent advertisements or newspaper articles 
so that the student has already had his interest aroused. I have found 
this to be the part of the course of most interest to students and regret 
that the time for it is always too short. However, there is some solace in 
terminating the course at a high point. 

We all, I am sure, would favor a basic property course which was 
extensive as well as intensive, but attainment of both these objectives 
within the limit of forty-five hours is an impossibility. It is of interest 
to note that the American Institute of Property and Liability Underwriters 
recommends a total of one hundred and twenty-six class hours to cover 
the subject matter of property insurance in what I consider to be both 
an extensive and intensive program. Where a choice must be made as it 
must in a one semester basic course, I favor extensiveness over intensive- 
ness. The first step in property insurance education is to provide a broad 
base of knowledge by familiarizing the student with the numerous facets of 
the industry. If a second course is also offered then there is opportunity 
to dig more deeply into areas that can only be surveyed in the basic 
course. Where a second course is offered my recommended arrangement 
for the basic course remains substantially the same. According to the 1949 
survey of insurance courses made by the 8S. S. Huebner Foundation, ap- 
proximately half of the institutions offering a property insurance course 
did offer a second property course. The desirability of offering a sufficient 
number of hours in property insurance to enable the student to do some 
concentrated study in this special field was emphasized in Professor Harry 
Loman’s address to this group last year. 


Reading Assignments 


As Professor Carl Fischer stated two years ago in a talk before this 
organization “. . . few teachers can properly evaluate a textbook without 
teaching from it . . .,” and because there is considerable truth in that state- 
ment my ability to effectively evaluate textbooks for the basic property 
insurance course is limited.2 Nevertheless, I do have a few definite ideas 
concerning texts. For the course as I have outlined it, I seriously question 

1 Harry J. Loman, “College Education for Insurance—A Minimum Pro- 
gram,” F oaraek of the American Association of University Teachers of Insur- 

ance, Vol. XXII, No. 1 (1955), pp. 13-14. 

Carl H. Fischer, “The Basic Life Insurance Course in the Curriculum,” 


Journal of the American Association of University Teachers of Insurance, 
Vol. XXI, No. 1 (1954), p. 19. 
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if any single text would prove completely satisfactory. Consequently, read- 
ings in more than one book are recommended although I generally rely 
more heavily on one particular text. This practice necessitates inducing 
the school library to provide several copies of each book to be used. 

With reference to the textbook that is to be the principal source of 
information, I have used Mowbray’s Jnsurance, and Riegel and Miller’s 
Insurance, Principles and Practices. While Mowbray may be an excellent 
book for a general insurance course I can not recommend it for the basic 
property insurance course because it does not cover property insurance 
topics thoroughly enough. I believe this criticism is also valid for the new 
edition of this text by Mowbray and Blanchard although I have not studied 
this latest edition in detail. Riegel and Miller do a much better job with 
respect to the fullness with which individual topics are treated, but it needs 
to be up-dated. This year I will try Magee’s Property Insurance (3rd 
Edition) with the hope that it will prove superior to either of the others, 
at least its title fits the course! As a supplement to the main text I prefer 
Reed’s Adjustment of Property Losses, for the topic of loss adjustment; 
Rodda’s Inland Marine and Transportation Insurance, for inland marine 
insurance; and Kulp’s Casualty Insurance for a variety of subjects in- 
cluded among which are rate making, workmen’s compensation, and 
regulation. 

In conjunction with the reading assignments in textbooks, utilization 
of the policy kits made available by either the American Mutual Alliance, 
or the Association of Casualty and Surety Companies, and the National 
Board of Fire Underwriters are of considerable practical value in teaching 
the course. Seeing actual specimen contracts in their entirety removes the 
unreality that is apt to stem from reading about policies piece by piece in 
a book, and serves to focus the students’ attention on the contract as a 
whole. It also forces instructors to bring texts as well as their own notes 
up to date. I have made no attempt to detail the reading assignments to 
be employed. Suffice it to say that assignments should require the student 
to spend two hours outside for each hour inside class. There is so much to 
cover that reading assignments should approach a reasonable maximum. 


Summary 


The basic property course by its nature should be extensive, so as to 
acquaint students with the various facets of the property insurance in- 
dustry. The ultimate objective of the course should be to stimulate stu- 
dents to apply their knowledge to property insurance situations. A premise 
to this objective requires that adequate factual information be imparted 
to the student during the course proper. Better results are obtained if 
readings are assigned in more than one text book since a single text is not 
adequate to cover effectively all the topics that should be included in the 
course. Finally, greater reliance upon the line approach in the early part 
of the course and utilization of the functional approach in the latter stages 
facilitates the learning process. 





Discussion 


EMERSON CAMMACK 
University of Illinois 


Professor Herrick and I agreed that whereas we would rather be asked 
to discuss some more glamorous subject such as the variable annuity or 
plans of merit rating for automobile insurance, we were content to discuss 
the subject assigned to us. Content, that is provided that you people do 
not subscribe to the dictum of George Bernard Shaw that, “Those who 
ean, do; that who can’t, teach,” and perhaps “those who can’t teach read 
papers on how to teach at annual December meetings!” 

I, myself, am suffering under a further handicap. I am going to appear 
to some of the less charitable of you as not even discussing Professor 
Herrick’s paper, but as discussing some papers presented at the Chicago 
meeting in 1952! In my own defense, however, I must argue that how the 
basic property and casualty courses are to be taught depends in large 
measure on how the first course in insurance is taught. First, a few words 
on that subject. 

At the outset I would like to propose that the course usually called 
the “survey” course should, in my opinion, not be so designated. And no 
matter what it is called, this course should certainly not give a survey of 
the entire field of insurance. I would label this course “Principles of Insur- 
ance,” and would design it in such a way as to fully cover these basic 
principles. 

As I see it, the first course in insurance is designed to serve as an 
introduction to the insurance world and its practices, for the general col- 
lege student as well as for the student who plans to make his life work in 
some phase of the insurance business. The emphasis should be on the 
buyers’ approach. I have heard students refer to this course as “How to 
defend yourself from the insurance agent,” and, again, as “What to do 
until the loss-adjuster comes.” Certainly both of these items should be 
part of the course content. The over-all purpose of the principles course 
can be summed up under four headings: 


The role of insurance in the economy. 
Principles of insurance company operation. 
Policy analysis. 

Major types of personal insurance. 


The role of insurance in the economy. The purpose of this part of the 
principles course should be to acquaint the student with the concept of risk 
and of the drag which risk exerts on the economy. After this introduction, 
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ways of dealing with risk would be discussed. Insurance is only one of 
several possibilities, and cannot even claim to be the way risk is dealt with 
most often. The interest of the student is then aroused as to what sorts 
of organizations offer insurance, so types of insurance company organiza- 
tion can then be discussed. Some may like at this point to discuss the 
history of insurance. 

Principles of insurance company operation. In the principles course 
the student should learn the basic concepts of underwriting. He should at 
least learn what a rate manual locks like and the basic principles which 
are followed (or should be followed) in determining the price of insurance. 
The similarities as well as the differences in price making in the insurance 
industry as compared with that of other businesses should be discussed. 
Here, as elsewhere, the insurance business should not be treated as if it 
were something quite unique—something above and beyond ordinary com- 
mercial callings. The financial management of insurance companies is a 
topic which usually greatly interests even the indifferent student. Here 
we are talking about billions, and the student, not yet grown blase as we 
have by two generations of talk about billions, still is impressed. Regulation 
of insurance by the state, and the possibility of regulation by federal 
agencies should be discussed in connection with these topics. 

Policy analysis. The last two purposes of the principles course remain 
to be discussed: that the student should become familiar with methods 
of insurance policy analysis and should be given a knowledge of the con- 
tents of personal insurance policies. It is in my opinions concerning this 
part of the introductory course that controversy lies. I suspect that all 
of us include the first two items in our introductory courses, but perhaps 
without the same emphasis. 

In policy analysis I believe that for years we have been giving the 
wrong emphasis. We have taught policies when we should have taught 
principles of policy analysis. If, in being dragged or rudely forced through 
a cursory reading of a wide variety of policies a student deduced any 
general principles, it was either coincidence or luck. In addition, it can 
safely be said that such coincidence or luck would happen only to a student 
in the upper five per cent of his class. A mother took her young son 
Eugene to his first day at public school. She talked to his teacher about 
matters of concern to her as a mother. She selected a nice seat for Eugene 
next to Johnny, son of the mayor. As she was preparing to leave, Eugene’s 
mother turned to the teacher and said, “Don’t ever strike my boy! If 
Eugene is naughty, slap Johnny—that will scare Eugene!” It seems to me 
that for many years we have been slapping Johnny instead of boldly strik- 
ing against Eugene. 

In teaching policies, the students have had the forest hidden by the 
trees. The bare bones of the policy have been hidden by a mass of verbal 
flesh. Unless these bare bones are pointed out to the student, unless he 
is shown how this skeleton is similar to that one, he will leave the first 
insurance course (which likely will be his last one) believing the insurance 
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business to be an even greater buzzing confusion than it is. He may some- 
day in his hour of need try to recall the helpful clauses he read. He may 
struggle to remember whether if his dog burns up off the premises he 
cannot collect for it, whereas if it burns on the premises he can collect. 
Or was it vice-versa? 

In later life, our student may remember that the personal property 
floater was a comprehensive policy which generally provided wider cover- 
age than the fire policy, a specified peril policy. And in later years this 
fellow would quickly turn down a policy which covers all medial expenses 
incurred by being kicked by a goose in a Pullman car, in favor of a 
policy which covers his entire medical expense arising in connection with 
any accident or disease. He fails to notice, however, in the exclusions the 
statement that this particular policy does not cover any accident or dis- 
ease affecting the muscular, skeletal, digestive, circulatory or respiratory 
systems. 

In teaching students these principles of insurance, the absolutely in- 
dispensable textbook is a set of policy forms for the student to study. 
Insofar as learning policy analysis is concerned, it doesn’t matter which 
policies they are. In fact, I have sometimes thought that a set of policies 
covering fanciful risks could perhaps improve upon actual policies as a 
method of teaching principles. However, there still remains a fourth objec- 
tive of the principles course, that of giving the student a knowledge of 
personal insurance contracts. It seems to me, therefore, that the use of 
a fire policy with dwelling and contents form, extended coverage and addi- 
tional living expense forms, the combined automobile policy, the compre- 
hensive personal liability policy and the personal property floater are best 
to choose. The whole life insurance policy and an accident policy could 
be added to this list unless the teacher feels it better to treat these policies 
separately after principles of policy analysis have been learned. 

I would limit discussion and examination closely to these four basic 
policies in the principles course. A general statement should be made to 
the student that the course will concentrate on policies that each student 
would be interested in considering buying for his personal, as opposed to 
business, use. 

The basic property and casualty courses. And then when the student, 
and we with him, come to the basic property and basic casualty courses, 
he is prepared to plunge into the midst of the subject matter. He already 
has a good knowledge of the organization and operation of the insurance 
company. He knows how a particular company and other insurance com- 
panies fit together and how they fit into the economy in general. No 
longer need precious time be wasted in repeating these facts. The student 
is prepared for policy analysis, even for workmen’s compensation and 
reporting forms, in spite of the fact that his policy reading has been con- 
fined to the less complicated personal coverages. 

In teaching these basic courses I think we must keep firmly in mind 
that we are still at a fairly elementary level, but now the subject for 
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discussion will be business coverages. Although these courses it seems to 
me are more rightly called survey courses than is the first course, it is 
still better to cover a few basic business policies thoroughly than to cover 
a greater number in a haphazard manner. I once heard Frank Knight say 
that if a man learns more and more about less and less he finally knows 
everything about nothing and is a philosopher. On the other hand, a 
man who learns less and less about more and more finally knows nothing 
about everything, and is a sociologist. I think we must avoid both ex- 
tremes, but if we have to choose we should cast our lot with the philoso- 
phers and prefer thorough knowledge of little to superficial knowledge 
of much. 

It must be obvious to even the most casual observer that the greatest 
difficulty in teaching insurance is the lack of enough time to cover so vast 
a field. If the principles course has taught the student principles of insur- 
ance and concentrated on a few illustrative policies in each field of in- 
surance, much time will be saved in the property course by not allowing 
for repetition of these basic points. It must be obvious also that for the 
field of property insurance, two semesters of 45 hours each scarcely is 
sufficient time for even a minimum survey of the field. The American 
Institute’s recommendation of 126 hours for this material should not be 
taken lightly. We insurance teachers should strive to obtain administrative 
permission to allow at least two semesters in the curriculum for property 
insurance. In many schools, however, only a shorter period will be avail- 
able and it seems to me that the less time permitted for the study of 
property insurance, the greater is the need for omitting most property 
policies from close study, and the concentration on fundamentals. 

Professor Herrick in outlining for us a 45 hour course has made some 
choices in the use of time that may not appeal to all. Some teachers may 
feel that power plant or glass coverages deserve at least a passing refer- 
ence. These points, however, are matters of individual taste. I am sure 
that all of us agree with Professor Herrick’s educational philosophy as well 
as his objectives for the course. There is a question in my mind, however, 
whether the property course should be taught from a consumer or a 
managerial viewpoint. I am inclined to favor the teaching of the property 
course still jarge'y from the consumer viewpoint. I feel this will give the 
student a better background and will also interest many students who do 
not intend to enter the insurance business. 

Finally, if the curriculum permits, the students should be given a 
course, on a third level, in insurance problems. Here actual classroom 
work can be done with rate manuals, mortality tables, actual insurance 
problems on propertics or business operations. This will provide the real 
testing of his knowledge of policy analysis as well as of insurance company 
operations, and all the rest. 

The thing we must strive for is to not teach our students what is 
“good,” but to teach them what intelligent choices are open to them and 
what principles should guide them in their selection. The time has passed 
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when a student will be satisfied with the formula, “Buy insurance until it 
hurts.” The answer comes all too quickly, “The very idea hurts!” Like- 
wise, the advice to “Buy as much insurance as you can and pay as much 
for it as you can” no longer seems to satisfy our students as a touchstone 
of insurance buying. Progress is being made. Term insurance no longer 
is a dirty word even in insurance company. home offices. We have recently 
seen the introduction of an annuity whose payments are not fixed in terms 
of dollars as prescribed by the old centuries-tested method. What new 
wonders may await us? 

It must be admitted at once that the teaching of policy analysis in- 
stead of policies does require greater effort on the part of the teacher— 
and on the part of the student, for that matter. If a teacher has patiently 
worked out methods of explaining policy analysis and the student still fails 
to understand, the teacher may agree with the cynic who defined educa- 
tion as the throwing of false pearls before real swine. 

But the end result, in my opinion, the development of students who 
can think, analyze, and make intelligent choices in the field of insurance 
will more than repay us for our efforts. 














A Survey of Current Faculty Retirement Programs 
in American Universities and Colleges 


IRVING PFEFFER 
University of California at Los Angeles 


University and college faculty retirement programs have come a long 
way from the time when the distinguished economist, Simon N. Patten, felt 
obliged to defend them against charges of “paternalistic Socialism.” 1 The 
rationale of faculty pensions as a socially acceptable formal device for 
making retirement economically feasible has come to be almost universally 
accepted. At the present time, the institution of higher education which 
lacks a pension plan of some kind presents a glaring exception to the rule 

While the predominant influence of the Teachers Insurance and Annu- 
ity Association has shaped the nature and scope of increasing numbers 
of plans, the area of faculty pensions remains one of great heterogeneity 
with an unusually high rate of change. Recent amendments of the Social 
Security Act ? have resulted in a reconsideration of most existing pension 
programs. Almost every major institution of higher learning has revised 
its faculty retirement plan during the past few years. 

Any attempt at evaluation or comparison of alternative retirement 
systems requires a set of normative standards against which individual 
plans may be measured. Such criteria should not be inflexible. Different 
kinds of institution, different pay scales, and different specific provisions 
of plans may require modification of the standards. Nevertheless, in the 
absence of comparable data for earlier years some set of criteria is in- 
dispensable. 

Pritchett,? Robbins, and Greenough® have probably made the most 
significant contributions to the problem of optimal criteria for faculty 

1Simon N. Patten, “Are Pensions for College Teachers a Form of Social- 
ism?” Science, May 22, 1908. 

? Wilbur J. Cohen, Robert M. Ball, and Robert J. Myers, “Social Security 
Act Amendments of 1954: A Summary and Legislative History,” Social Se- 
curity Bulletin, Sept. 1954. 

% Henry S. Pritchett, “Memorandum Concerning the Admission of State 
Institutions to the Benefits of The Carnegie Foundation,” Bulletin of The 
Carnegie Foundation for The Advancement of Teaching, No. 1, March 1907. 


Also, by the same author, The Social Philosophy of Pensions, The Carnegie 
Foundation for the Advancement of Teaching, Bulletin 25, 1930. 

*Rainard B. Robbins, Retirement Plans for College Faculties, Teachers 
Insurance and Annuity Association, New York, 1934. Also, College Plans for 
Retirement Income, Columbia University Press, New York, 1940. 

5 William C. Greenough, College Retirement and Insurance Plans, Colum- 
bia University Press, New York, 1948. See also, Planning a Retirement Sys- 
tem, Teachers Insurance and Annuity Association and College Retirement 
Equities Fund, New York, 1955. 
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retirement plans. For our present purposes, we may briefly outline a 
widely accepted set of objectives for faculty pensions and the principles 
which would seem to maximize the attainment of the particular ends 
sought. 


Faculty Pension Plan Objectives 


The academic world is characterized by a clearly defined hierarchical 
structure with vertical mobility a function of competency, achievement, 
time and opportunity. The older members of the group tend to gravitate 
toward the higher administrative and academic appointments, and the 
tenure system provides them with a considerable degree of freedom from 
competition. Unless strong incentives are available to encourage planned 
retirement when a professor’s competence in administration, teaching or 
research begins to deeline with old age, there will be a natural inclination 
to cling to the payroll long after he has passed the point of rendering 
effective service to the university or college which employs him. 

The presence of a group of elderly men occupying the higher positions 
on the academic ladder may well be a deterrent to the attraction of prom- 
ising and ambitious younger talent. Moreover, there is a kind of adverse 
selection operating against an academic institution with an inadequate pen- 
sion plan. Those faculty members who have the highest opportunity costs 
feel free to accept posts elsewhere, whereas the less promising faculty mem- 
bers find offers of new positions somewhat scarce and are reluctant to move 
from their entrenched positions. These considerations, among others, suggest 
that the objectives of a faculty pension plan from the standpoint of an 
academic institution are grounded upon a desire to improve the efficiency 
of faculty performance. More explicitly, Dr. Greenough has summarized 
the objectives in the following terms: ® 


“1. To effect the orderly retirement of superannuated employees 

2. To attract promising new talent 

3. To retain above-average staff members 

4. To part easily before retirement with those who are not measuring 
up to the college’s standards” 


Faculty Pension Plan Principles 

If the objectives of a faculty pension program can be agreed upon, then 
it seems clear that a number of principles may be developed which will 
serve as guides for the evaluation of retirement programs. 

The Principle of Compulsion. Relatively few faculty members have a 
basic understanding of the cost of a pension. Conventional thinking on 
the subject tends to run in terms of the monthly benefit amount rather 
than capitalized values. At the present time it costs approximately $15,000 
to provide $100 a month to a male annuitant at age 65. Very few teachers 


6 William C. Greenough, College Retirement and Insurance Plans, p. 27. 
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are able to save such large sums during their academic careers.? The 
longer the accutnulation period, clearly the lighter will the burden fall in 
any given year. Failure to make the plan a compulsory one may appear 
democratic from the standpoint of contributions, but when the retirement 
date arrives, unless an adequate program of prior contributions has been 
developed, there will almost inevitably be a strong reluctance to retire. 
Insistence upon retirement by the university may lead to accusations of 
cruelty against the employer. The school is placed in an unpleasant 
situation. Compelling retirement without pension benefits creates ill-will; 
maintaining the member on the faculty beyond retirement age defeats the 
primary objectives of the program; and granting of gratuitous pension 
benefits could result in grave inequities toward those members who have 
made contributions for their retirement benefits over a period of years. 

It is a common practice for universities and colleges to permit optional 
participation for members under some stipulated age, such as thirty, or 
some predetermined period of service such as three years. Frequently, 
these eligibility requirements vary depending upon the attained rank of the 
participant. In view of the heavy turnover rates usually experienced among 
young and new employees, such elements of voluntarism seem reasonable. 

The Principle of Non-Commutation. Just as leaving the issue of par- 
ticipation to be resolved by voluntary choice is impractical in the long 
run, so too is the granting of rights to the return of contributions prior to 
retirement. The likelihood of a substantial cash sum being diverted from 
the original purpose of providing retirement income is great. Most of us 
can find pressing current needs which may be met by such “windfalls.” 
From the viewpoint of the university, the new employee whose prior service 
liability is unmet presents serious problems in terms of the adequacy of 
pension benefits at retirement time. In general, it would appear that the 
goals of the retirement program will best be met by the provision of 
deferred pension rights without either loan values or cash surrender 
privileges. 

The Principle of a Compulsory Retirement Age. The issue of whether 
there should be a compulsory retirement age and, if so, what age, can only 
be resolved by value judgments at the present time. There is no simple 
correlation between chronological, physiological and psychological age. The 
aging process is uneven. Some of the more pertinent reasons advanced in 
support of the principle of a compulsory retirement age include the 
following: 

1. Discretion is unfair to the current group of pensioners, since it is 
impossible to demonstrate objectively why one individual should be re- 
tired and not another. Such subjective judgments might well be a source 
of resentment and could lead to accusations of favoritism as well as dam- 
aging morale in the institution. 

™ Henry S. Pritchett, The Social Philosophy of Pensions, p. 7. “Indeed, for 


most of these men the eager accumulation of a competency would seriously 
interfere with the quality of their service to society.” 
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2. In the absence of a fixed age there is the hazard of inefficient per- 
sonnel remaining in service to the detriment of the school. 

3. A fixed age is necessary to ensure adequate preparation for retire- 
ment on the part of staff members. The presence of a definite terminal 
date offers a ~trong motivation for careful planning. 

4. Promotional channels can only be cleared by the device of a fixed 
retirement age. 

5. Compulsory retirement is simple to administer and facilitates the 
forecasting of future personnel needs. 

6. Finally, it is argued that the worker should have a period of rest 
at the end of his life while he is still physically able to enjoy it. The fixed 
retirement age ensures this. 


Against these contentions, the primary objection which is raised asserts 
that compulsory retirement ignores important individual differences in 
capacity as well as differing job requirements. On balance, it would seem 
that the principle of a compulsory retirement age is an essential one in 
faculty pensions. 

The Principle of Early Vesting. Freedom of movement of professors 
is traditional in the United States, and there is widespread agreement that 
such freedom should not be impaired by the imposition of special financial 
penalties. The non-vested pension plan requires a forfeiture of all accumu- 
lated employer contributions as a premium on academic mobility and 
thereby helps defeat some of the objectives which faculty pensions seek 
to achieve. Early or immediate vesting raises the cost of a pension plan 
from the standpoint of the employer, but it is a highly desirable principle. 

The Principle of Contributory Pensions. The arguments favoring a 
system of contributory pensions in the case of universities and colleges 
carry more conviction than is the case in industrial pensions. Whereas in 
industrial pensions, the question of employee contributions is at issue, in 
faculty plans the basic question often revolves about the employers’ con- 
tributions. While matching payments are the rule, the imposition of 
limitations on creditable income or service frequently results in larger con- 
tributions by the employee than by the employer. Cost considerations 
provide the rationale for the principle of contributory pensions. 

The Principle of Benefit Adequacy. Finally, it is clear that while the 
faculty member must plan for a reduction of income upon retirement, that 
reduction must not be excessive if the pension plan is to achieve its primary 
objective. There is no universal formula for determining which level of 
benefits is the appropriate one. The practice is gaining ground, however, of 
aiming at some predetermined percentage of final income—such as fifty 
per cent—to be met by a combination of Social Security benefits and faculty 
retirement plans. 


The Current Status of Faculty Retirement Programs 


At the present time there are approximately 1,900 institutions of higher 
education in the United States with about 200,000 full-time equivalent 
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professional positions being filled. The number of resident students in 
these institutions is in the vicinity of 2.5 million. A 1952 study showed 
that the median enrollment for all institutions of higher education was 
only 409, and there were more than 1,400 schools which enrolled fewer 
than 1,000 students each.® In the fall of 1951, the latest date for which 
official figures are available, there were 84 institutions with enrollments of 
5,000 or more students each. One hundred and fifty-eight universities and 
colleges had 3,000 or more students. 

For purposes of the present paper, questionnaires were sent to each of 
the 158 institutions reported as having enrollments in excess of 3,000 stu- 
dents. The questionnaire was rather detailed and satisfactory replies were 
received from 92 institutions, a relatively high mail response ratio. Of 
these 92 replies, a random sample of fifty was drawn for purposes of 
analysis. Unfortunately, the nature of the sample is such that it cannot be 
regarded as typical of all university and college retirement plans, nor can 
it be meaningfully compared with the periodic tabulations of the Teachers 
Insurance and Annuity Association. The principal merit of the present 
survey lies in its indications of some recent developments in the faculty 
pensions movement. 

Composition of the Sample. Of the fifty institutions whose retirement 
programs were analyzed, there were 28 with student enrollments of 6,000 
or less, nine had between 6,000 and 9,000, and the remaining thirteen had 
enrollments in excess of 9,000. Seven institutions each had more than 
15,000 full-time students in 1954. 


Full-Time Number of 

Students Institutions 
Under 3,000 4 
3,001- 6,000 24 
6,001— 9,000 9 
9,001-12,000 2 
12,001-15,000 4 
Over 15,000 7 
50 


In terms of administrative control, 26, or slightly more than one-half 
of the group, were state institutions, ten were private, nine denominational, 
and five municipal. It may be of interest to observe that only ten of the 
fifty plans studied were insured either entirely or partially with T.I.A.A. 

Age and Size Characteristics of the Plans. Only three of the fifty insti- 
tutions whose retirement programs were studied had plans which were 

8 Biennial Survey of Education in The United States, 1950-52, Statistics of 
Higher Education: Faculty, Students, and Degrees 1951-62, U. S. Dept. of 
Health, Education and Welfare, Washington, 1955. 


*Henry G. Badger, Student-Body Size in Institutions of Higher Educa- 
tion: 1951. U. 8. Office of Education, Washington, 1952. 
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established before 1920. The majority of faculty pension plans are less than 
twenty years old. The period of greatest activity in terms of the adoption 
of pension programs seems to have been the decade of the forties’ when 
twenty plans were installed. As of 1955, only two of the fifty schools 
sampled reported that they had no pension program whatever. 


Year of Adoption of Number of 

Formal Retirement Plan Institutions 
Before 1920 3 
1921-25 6 
1926-30 5 
1931-35 5 
1936-40 8 
1941-45 10 
1946-50 10 
1951-55 1 
No plan 2 
50 


As might be expected in view of the comparative youth of most of the 
plans, and the customary restrictions on eligibility, the numbers of covered 
faculty members and persons on current pension status are modest. The 
modal number of faculty members covered in the sampled population was 
between 400 and 500. The median number of retired professors per insti- 
tution was between twenty and thirty. There were sixteen schools, or 32 
per cent of the sample, with ten or fewer faculty members currently 
drawing pensions. 


Covered Number of Current Number of 

Faculty Institutions Pensioners Institutions 
0- 100 3 0- 10 16 
101-— 200 7 11-— 20 5 
201— 300 5 21- 30 6 
301-— 400 1 31- 40 5 
401- 500 8 41— 50 2 
501- 600 3 51- 60 0 
601-— 700 0 61- 70 0 
701-— 800 0 71- 80 2 
801- 900 4 81- 90 2 
901-1,000 1 91-100 0 
1,001-1,500 2 Above 100 8 
1,501-2,000 0 Unknown 4 
Above 2,000 3 _- 
Unknown 13 50 

50 
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Eligibility Requirements. One half of the institutions studied had no 
eligibility restrictions whatever other than faculty membership on at least 
a half-time basis. All of those schools which indicated specific eligibility 
requirements imposed tests of age, rank or service. Often these variables 
were combined. The questionnaire responses make it evident that there 
is no uniformity of approach to the question of eligibility. 


Eligibility Tests 
Number of 


Type of Test Institutions 


bo 
on 


None 

Oniy Assistant Professors and above 

One year of service below Assistant Professor’s rank 
Two years of service below Assistant Professor’s rank 
Three years of service below Assistant Professor’s rank 
Five years of service below Assistant Professor’s rank 
Age thirty and two years of service 

Age twenty-five 

Age forty 

Six months service only 

One year of service only 

Two years of service only 

Five years of service only 

Ten years of service only 

No pension plan 


S | NW We We & hh Ne & 


Employee Contribution Rates. The vast majority of faculty pension 
plans are contributory with the institution matching either all or a part 
of the employee’s contributions. The usual limits on the matching process 
consist of restrictions on the amount of income which may be credited in 
a given year. Employee contributions, exclusive of Social Security, range 
from a low of 1 per cent to a high of 12 per cent. The most common rate, 
however, is 5 per cent. Some plans provide graduated formulas based on 
age at the time of entry into the system. In general, where this is the 
case, the employee’s contributions are higher than is the case for flat 
percentage contributions. 


Contribution Formulas 
(Exclusive of Social Security) 
Per Cent of Number of 
Employee’s Base Salary Institutions 
0-1.0 5 
1.1-2.0 1 
2.1-3.0 3 
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3.1-4.0 

4.1-5.0 

5.1-6.0 

6.1-7.0 

7.1-8.0 

Varies by age at entry: 4-8% 
6-12% 
7-11% 

Optional with employee 

No pension plan 
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Vesting Provisions. Most faculty pension plans have either immediate 
vesting—a characteristic of T.I.A.A. plans—or no vesting whatsoever. In 
the latter case, this means that unless the employee remains with a single 
institution until retirement he cannot receive the benefit of the employer’s 
contributions. There is little question about the employee’s right to a 
return of his own savings improved at interest, although in one instance 
the university uses only a 144 per cent assumption. Among those plans 
which provide only for partial vesting, there are almost as many different 
formulas employed as there are retirement systems. Age and service are 
the two central concepts about which the various gradval vesting provi- 
sions have been designed. 


Vesting Provisions 
Number of 
Vesting Formula Institutions 
No vesting 14 
Immediate vesting 16 
Five per cent each year i 
After five years, 24 per cent for each year of coverage 1 
Twenty per cent after six years and twenty per cent for 
each year thereafter 
After ten years if disabled only 
After ten years 
After twenty years 
After thirty years 
After $10,000 combined accumulation 
Attainment of age 45 
Attainment of age 50 
Attainment of age 50 with 25 years service 
Attainment of age 55 with 25 years service 
Attainment of age 60 with 15 years service 
Attainment of age 60 with 20 years service 
Attainment of age 60 with 35 years service 


ee ee ee ee ee | 
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Number of 

Vesting Formula Institutions 
Vesting only upon approval by the Board of Regents 1 
No pension plan 2 
50 


An important aspect of all of these plans, which is related directly to 
the problem of vested rights, is that of Social Security coverage. Under 
the Old Age and Survivors’ Insurance program all contributions are fully 
vested so that the employee who is covered has certain vested rights 
regardless of the retirement program of his institution. Of the fifty uni- 
versities and colleges in our sample, only 32 are covered under Social 
Security. Of the remaining eighteen, most are state controlled institutions 
and these are currently in the process of voting on the issue of integration. 
In only two state universities, Ohio and California, is there any strong 
evidence of active opposition to Social Security coverage at the present 
time. 

Normal Retirement Age. Age 65 is the most favored normal retirement 
age among university and college administrators, although the range extends 
from ages sixty to seventy. A small number of schools have lower retire- 
ment ages for women than for men. In many cases, academic institutions 
employ a system of year to year extensions beyond the normal retirement 
age, but such extensions are generally only on a discretionary basis. 


Normal Retirement Age Number of 

Men Women Institutions 
70 70 9 
70 65 1 
68 68 5 
68 — 1 
67 67 2 
65 65 26 
65 62 1 
65 60 1 
60 60 2 
No pension plan 2 
50 


Early Retirement Provisions. Early retirement provisions in most 
faculty plans are based on age or service although total and permanent 
disability is often given special consideration. Under the T.I.A.A. plans 
the retirement date is completely within the discretion of the individual 
faculty member, but there are very few other plans with equally generous 
provisions for early retirement. Age 55 is the most widely adopted year for 
early retirement clauses. Eleven of the fifty plans permit retirement at this 
age. For the rest, the variety is great, 
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Number of 

Early Retirement Provisions Institutions 
Optional with employee 12 
Attainment of age 50 
Attainment of age 50 with 25 years service 
Attainment of age 55 
Attainment of age 55 with 20 years service 
Attainment of age 55 with 25 years service 
Attainment of age 55 with 30 years service or 

age 60 with 20 years service 

Pension reduced 6% for each year before age 60 
Attainment of age 60 
Completion of 25 years service 
Completion of 30 years service 
Early retirement only for disability cases 
Early retirement only with consent of Board of Regents 
Early retirement not permitted 
No pension plan 
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The Relationship Between Retirement Benefits and Average Compensa- 
tion. In order to gain some notion of the relationship between the amount 
of the monthly pension benefit and the average compensation of faculty 
members, each of the respondents of the questionnaire was asked to answer 
the questions: “On the assumption of thirty years of future credited 
service, what percentage of average compensation might an employee 
expect if his average compensation was (a) $2,000, (b) $3,000, (c) $5,000, 
(d) $10,000, (e) $15,000?” Respondents were asked not to include Social 
Security benefits in their calculations. From the responses, a table was 
developed which, while it cannot be meaningfully related to any specific 
plan, nevertheless provides some interesting insights into the problem of 
benefit adequacy. 


Pension Benefits as a Percentage of Average Compensation 
Number of Plans 

Per Cent of at Various Compensation Levels 
Average Compensation $2,000 $3,000 $5,000 $10,000 $15,000 

Under 20% 2 2 3 3 8 

21-30 11 13 10 11 9 

31-40 6 5 

41-50 19 18 

51-60 

61-70 

71-80 

No pension plan 
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Perhaps the most striking feature of this table is the fact that there 
was no progressive decrease in the percentage of compensation received as 
one’s income level rose. Whether one earned an average of $2,000, or 
$15,000, the pension benefit was typically between forty and fifty per cent. 
Some plans provided benefits of less than twenty per cent of average pay 
and a few offered benefits in excess of seventy per cent. These data suggest 
that the establishment of minimum and maximum pensions by various 
institutions have relatively little impact on the average benefit levels as 
compared with the effect of the flat percentage matched contributions of 
faculty members. 

Minimum Pension Benefits. Only nineteen, or less than forty per cent 
of the retirement plans in the sample, provide minimum pension benefits 
for their superannuated employees. Typically, these minima are modest 
and are related to salary level, age and service. One-half of the institutions 
whose plans provide minimum pensions offer less than $85 per month. 
Very few offer as much as $10 ner month and a number are on a dis- 
cretionary basis. 


Recent Amendments to Faculty Retirement Plans 


At the beginning of this paper, the point was made that faculty pensions 
are subject to frequent change. Some of the more recent developments are 
reflected in the present survey. 


1. The most significant development in recent years has been the rapid 


movement of academic institutions to elect coverage under Social Security. 
During the past two years, more than fifteen of the sampled universities 
and colleges voted for coverage. In many cases the balloting revealed an 
almost unanimous desire for integration with Social Security. In one large 
state institution 98.7 per cent of the faculty voted in favor of integration. 
This favorable reaction is by no means universal, however. 

2. Retirement benefits have been liberalized substantially in most in- 
stances. Increases in minimum retirement allowances, tying of benetit 
formulae to the three highest years’ income rather than to dollar contribu- 
tions, and the granting of retirement options were common changes. 

3. Contribution levels were raised in many cases by the removal of 
ceilings on creditable income, by increases in the level of matched con- 
tributions, and occasionally by the universities and colleges making addi- 
tional and separate contributions toward Social Security. 

4. Eligibility qualifications were reduced in several schools during the 
past year, with instructors becoming eligible for coverage after shorter 
waiting periods. 

5. Among those institutions whose retirement programs are insured 
with T.1.A.A., the most conspicuous development of the past few years has 
been the adoption of C.R.E.F., the College Retirement Equities Fund plan. 


Conclusion 


We began our discussion by establishing a number of criteria for evalu- 
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ating faculty pension programs. We may properly conclude by observing 
the degree to which these principles are met in existing plans. 

The principles of compulsion, of the compulsory retirement age and of 
contributory pensions are almost universally adopted. The remaining prin- 
ciples, of non-commutation, of vesting, and cf benefit adequacy remain 
substantially unfulfilled, but there are clear-cut signs that existing pension 
programs are being modified in the direction\of improvement along these 
lines. To the extent that these principles are increasingly embodied in 
university and college faculty retirement plans, the objectives of faculty 
pensions will largely be realized. 





College Retirement Systems: Social Security, and 
Variable Annuities 
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Both the topics I am to discuss with you today—Social Security and 
Variable Annuities—involve theory and practice that are really quite new, 
one only twenty years old in the United States, the other five years old. 
Both topics also involve concepts that have been, or are, regarded as 
revolutionary. Both have excited much comment, stimulated much study, 
started many discussions. Social Security is already of substantial eco- 
nomic and social importance and variable annuities may become so in our 
rapidly changing, industrial, urbanized, aging society. 

You of course are familiar with these two pension developments, so 
rather than going over familiar ground I want to talk about the concept of 
Social Security and some of the adjustments that should be made by col- 
leges and universities to Social Security provisions, as well as the new role 
of the variable annuity as a part of the whole of retirement planning for 
college staff members. 


The SOCIAL and the SECURITY in Social Security 


The Social Security program differs radically from private insurance 
and retirement plans and from almost all governmentally ac:ministered 
plans for public employees. The aim of Old Age and Survivors Insurance 
is “social equity.” Benefits are heavily weighted in favor of low income 
participants—“presumed need” is the basis. This aim is appropriate for 
a national program providing a foundation of benefits for all persons cov- 
ered by the plan. 

The result of the social equity objective is that lower paid people, large 
families, people who retire at age 65 instead of later, those who come under 
coverage at a more advanced age, receive substantially more than others in 
comparison with the taxes they have paid. 

This does not necessarily mean that the young, the unmarried, or the 
higher paid persons entering now when tax rates are still low will auto- 
matically receive less under OASI than they could purchase with their 
OASI taxes through a private retirement plan. Present OASI taxes fall 
far short of meeting the ultimate cost of the program; OASI is largely a 
pay-as-you-go plan. Once the plan matures, it either will have to be sub- 
sidized in some manner or the wage taxes will have to exceed the premiums 


(94) 
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for comparable benefits in insurance and retirement plans that are funded 
and earning interest. 

In contrast to Social Security, the funded annuity type of retirement 
system, exemplified in the college world by TIAA-CREF, provides a sys- 
tem of “individual equity.” Each premium paid purchases a specified 
right to retirement or death benefits. Each policyholder receives a con- 
tractual right to all benefits purchased by his premiums and the larger the 
premiums the larger the benefit rights purchased. Other private and public 
plans are based either on “individual equity” or approach it far more 
closely than does Social Security. 

There are substantial advantages in plans providing individual equity; 
there are also substantial advantages in the social equity approach of OASI. 
These two approaches should not be considered mutually exclusive, com- 
petitive, or as duplications; rather, they should be considered comple- 
mentary. The complementary approach has been accepted by almost all 
private colleges and universities, and by a great many public institutions. 


Private College Systems and OASI 


The 1950 amendments to the Social Security law for the first time 
gave private and a few public colleges the opportunity of OASI coverage. 
This was also the first time that any large groups could make their own 
choice as to whether to come under the national program. 

All private universities and well-known foundations are now covered 


by Social Security, as are most of the large research organizations. The 
private colleges have also come into Social Security, with only isolated 
exceptions. At the present time the question of coverage is no longer con- 
troversial in most of the college world. In the necessary voting, generally 
well over 85 per cent of the persons eligible to vote have signed up to 
participate in Social Security. 

During the last five years Social Security coverage has been especially 
helpful in the private institutions in solving certain problems: 


1. Retirement coverage for nonacademic staff members. Many institu- 
tions, even some with excellent retirement plans for faculty members, have 
had no plans or inadequate ones for nonacademic staff members. The 
advent of Social Security not only provided the direct benefits of the system 
itself but also encouraged planning supplementary arrangements for non- 
academic personnel. 

2. Supplementing retirement benefits of existing plans. OASI was 
especially useful where the basic retirement plan, faculty or nonacademic, 
was recently established and did not provide large enough past service 
benefits or where the entire plan had become too restrictive in its benefits, 
perhaps because of inflation. 

3. Survivor benefits. This part of the Social Security system has 
never, to my mind, received its due share of attention. OASI provides up 
to $200 a month for the widow with two or more children. It supplies 
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enough of a start so that young college staff members just beginning their 
careers can have reasonable family insurance protection by supplementing 
Social Security benefits through low premium life insurance. It is im- 
portant to recognize that unless OASI is supplemented by life insurance, 
the widow may have to work, thereby losing her own Social Security 
benefits, although not those of her children. 


Coordination Patierns 


A joint committee of the AAUP! and the AAC has stated that college 
retirement plans should “be planned to provide under normal circumstances 
and insofar as possible for a retirement life annuity equivalent in pur- 
chasing power to approximately 50% of the average salary over the last 
ten years of service.” 

The coordination patterns between existing TIAA-CREF retirement 
plans and OASI in the colleges and universities, both public and private, 
can be shown by looking at the figures on contribution rates. About 400 
ef TIAA’s 700 retirement plans are in colleges and universities; the other 
300 are those at foundations, independent schools, research organizations 
and educational associations. Since this discussion is limited to the subject 
of college retirement plans, the attached table indicates the contribution 
rates used in TIAA-CREF plans in colleges and universities. 
~~ Too many initials! They stand for: 

AAUP—American Association of University Professors 


AAC—Association of American Colleges 
TIAA-CREF—Teachers Insurance and Annuity Association-College 


Retirement Equities Fund 
OASI—Old Age and Survivors Insurance 


Table 1 


Contribution Rates, TIAA-CREF Plans 
For Faculty and Administrative Officers 








Number 
of Plans OASI Taxes 
Contributions 7/1/55 Added Included No OASI 





Under 10% 7 24 1 
10% 
Individual _ Institution 
5% 5% 192 
Under 5% Over 5% 7 
0% 10% 2 


201 
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Over 10% 
Individual _I nstitution 
6-7% 6-7% 
742-8% 742-8% 
5% 10% 
Others totaling 11-16% 
Scaled upward by age 





Which of these plans meet the half-salary objective of the joint AAUP- 
AAC committee? 


1. The 25 “Under 10%” plans are seriously inadequate and contribu- 
tions shouid be revised upward at the earliest possible time. This is also 
true of the 25 plans where the totai contributions of 10% include Social 
Security taxes. 

2. The 201 “10%” plans with OASI added on top meet the half-salary 
objective except for higher paid people who retire at age 65. These plans 
should be considered a minimum approach to adequacy of retirement 
benefits. 

3. The 105 “Over 10%” plans meet the half-salary objective. Depend- 
ing on the actual contributions used, as outlined in the above table, they 
range from plans merely meeting the objective to those superlative plans 
that add OASI benefits on top of 15% TIAA-CREF arrangements. 
Although the “Over 10%” plans are only about 30% of the total plans, 
they are found more frequently in larger institutions and more than half 
the staff members are in such plans. 


Bringing the Public Colleges into OASI 


The 1954 amendments to the Social Security law for the first time made 
OASI coverage available to staff members of publicly supported colleges 
and universities with existing retirement systems. As you know, coverage 
can come only as a result of a written agreement or extension of a written 
agreement between the federal government and the state, and legislation 
was required in most states. Furthermore, a majority of staff members in 
positions covered by the existing retirement system have to vote in favor 
of coverage. 

Coverage for public employees may be made retroactive to January 1, 
1955, if the federal-state agreement is signed prior to 1958. If the state, 
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instrumentality, or subdivision does want coverage, it is of considerable 
importance to many individuals that the coverage be made retroactive. 
This is especially true for older -college staff members not previously 
covered. 

It would seem appropriate to take a quick look at the probable cover- 
age of public institutions under OASI and to pay some attention to the 
type of retirement system that is appropriate for coordination with OASI. 

By the end of 1955 nearly all publicly supported colleges and universities 
with TIAA-CREF retirement plans will be covered by Social Security. 
This list includes the Universities of Alabama, Arkansas, Colorado, Dela- 
ware, Indiana University, State University of lowa, Iowa State A & M 
College, Iowa State Teachers College, Universities of Michigan, New 
Hampshire, North Dakota Agricultural College, Purdue University, Uni- 
versity of Utah, Utah State Agricultural College, Universities of Vermont 
and Virginia, State College of Washington and University of Washington. 
A few days ago Ball State and Indiana State Teacher Colleges voted on 
OASI coverage, and preliminary count indicates a favorable vote. The 
University of Cincinnati, a municipal institution, Colorado State College 
of Education and the University of Tennessee, all with TIAA-CREF plans, 
are not covered by Social Security at the present time. 

As in the case of private institutions, the general pattern for public 
institutions whose faculty retirement systems are based on contributions 
totalling 10% (5% from the individual and 5% from the college) is to 
add OASI benefits on top. Those institutions with the more substantial 
plans based on 15% of salary, usually shared equally, generally are deduct- 
ing OASI taxes from the 15% contribution on the first $4,200 of salary. 
There are a few exceptions—for instance, the University of Michigan is 
adding OASI to a 15% plan, thereby establishing a superlative arrangement. 

Each of these public institutions now coming into OASI will have by 
the end of the year a coordinated retirement system with fully transfer- 
able pension rights and mobility of academic talent, both with respect to 
OASI and to the TIAA-CREF benefits. They will also have fully funded 
plans providing the purchasing power protection of CREF. 

A number of publicly supported institutions not with TIAA voted OASI 
coverage prior to the 1954 amendments to the Social Security Act. In this 
group can be included all institutions of higher learning in the states of 
Arizona, Kansas, Mississippi, Oregon, South Dakota, Virginia and Wyoming 
and the Universities of Kentucky and Missouri. A few have obtained 
coverage in the year. Among them are Universities of Maine, Minnesota, 
South Carolina and Nebraska, and Rutgers University. Several others are 
contemplating coverage in the near future. 

In view of the overwhelming acceptance of OASI coverage among the 
private universities and the great interest among most publicly supported 
institutions, there seems to be less need to recount the arguments for and 
against coverage of educational institutions here. Many educational groups 
are strongly in favor of OASI coverage, including the American Association 
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of University Professors, the Association of American Colleges, and the 
American Council on Education. TIAA has favored such coverage for the 
colleges for many years. 


A Challenging Opportunity 

The availability of OASI coverage to public institutions suggests a 
reappraisal of existing retirement systems to see whether they are meeting 
desired objectives. This is a real opportunity for public colleges to put 
their retirement systems in good order so that they can meet the challeng- 
ing competition for academic talent in the coming years of rapidly increas- 
ing enrollment. A poor retirement system is likely to be costly in the 
years ahead. 

We know of no better statement of principles in retirement planning 
for institutions of higher learning than that contained in a joint AAUP- 
AAC study. The joint Committee of the AAUP-AAC conducted a thor- 
ough-going study of college retirement plans in 1950. The “Statement of 
Principles on Academic Retirement” adopted by these educational organi- 
zations, with 1953 and 1955 amendments, will be used as the basis for the 
following remarks. 


“Academic Retirement—AAUP-AAC Statement of Principles 


“Institutions of higher education are conducted for the common good 
and not to further the interest of either the individual teacher or admin- 
istrator, or the individual institution. The policy of an institution for the 
retirement of faculty members and its plan for their retirement annuities 
should be such as to increase the effectiveness of its services as an educa- 
tional institution. Specifically, this policy and plan should be such as to 
attract individuals of the highest abilities to educational work, to increase 
the morale of the faculty, to permit faculty members with singleness of 
purpose to devote their energies to serving their institution and to make 
it possible in a socially acceptable manner to discontinue the services of 
members of the faculty when their usefulness is undermined by age. 


“The following is acceptable practice: 


“1. The retirement policy and annuity plan of an institution should 
be clearly defined and be well understood by both the faculty and the 
administration of the institution.” 

(Note: This is scarcely debatable, although it is frequently not ac- 
. complished.) 

“2. The institution should have a fixed and relatively late retirement 
age, the same for teachers and administrators. Extension of the services 
of the teacher and administrator beyond the mandatory retirement age 
should be authorized only in unusual or emergency situations.” 

(Note: Some institutions use an earlier fixed retirement age than de- 
sired by the AAUP-AAC Committee and others have greater flexibility in 
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their retirement ages. However, experimentation in this area is to be en- 
couraged, especially in view of coming enrollment increases.) 

“3. The institution should provide for a system of retirement annuities. 
Such a system should: 


“(a) Be financed by contributions made during the period of active 
service by both the individual and the institution.” 

(Note: Most publicly supported institutions follow this. However, 
there are still too many plans, such as the Universities of Kentucky and 
Nebraska, the University Retirement System of Illinois, and some others 
where employer contributions are made only during, at time of, or shortly 
before retirement.) 

“(b) Be participated in by all full-time faculty members who have 
attained a certain fixed age, not later than thirty.” 

(Note: No special comment needed.) 

(Note: Principles (c) (d) and (e) will be discussed separately.) 

“(c) Be planned to provide under normal circumstances and insofar 
as possible for a retirement life annuity equivalent in purchasing power 
to approximately 50% of the average salary over the last ten years of 
service ... 

“(d) Ensure that the full amount of the individual’s and institution’s 
contribution, with the accumulations thereon, be vested in the individual, 
available as a benefit in case of death while in service, and with no for- 
feiture in case of withdrawal or dismissal from the institution. 

“(e) Be such that the individual may not withdraw his equity in cash 
but only in the form of an annuity... .” 

“4. When a new retirement policy or annuity plan is initiated or an 
old one changed, reasonable provision either by special financial arrange- 
ments or by the gradual inauguration of the new plan should be made for 
those adversely affected.” 

(Note: This is also scarcely debatable. This principle is especially im- 
portant in connection with coordination of existing retirement systems with 
OASI. Such changes as are made in existing plans should include “reason- 
able provision . . . for those adversely affected.”) 


The items above left for additional discussion cover the problems of 
inflation and the subject of vesting. It is fair to say that at this moment 
the most widely discussed matters in pension planning circles are vesting 
and variable annuities. Since the colleges have had more and longer experi- 
ence in both these areas than any other pension plans, it is appropriate to 
emphasize the college experience. 


Vesting 
The original free pensions of the Carnegie Foundation for the Advance- 
ment of Teaching, set up in 1905 were, I believe, the first broad private 
approach to transferable pension provisions. These Carnegie grants were 
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free and noncontractual, and they provided for transferability of academic 
talent among about 95 institutions. Out of their experience was developed 
Teachers Insurance and Annuity Association of America, established in 
1918. This company now provides transferability among 700 colleges, uni- 
versities, private schools, research organizations and foundations. The indi- 
vidual always owns his full TIAA-CREF contracts, including employer 
contributions, no matter what his future employment status. 

The same gereral transferability is available from all employments 
covered by OASI. This principle of transferability is vital both to the 
individual teacher in building up an adequate retirement income and to 
the educational system in the interchange of academic talent. 

Of the state universities not covered by TIAA, most come under pub- 
licly administered retirement systems, generally covering either all public 
employees or all teachers in public schools as well as in the universities. 
This group includes such institutions as the State University of New York, 
University of Massachusetts, Penn State University, Georgia, and many 
others, including almost all state teachers colleges. In all of these plans, 
the individual yho leaves before retirement, or at least before many years 
of service and attainment of a specified age, forfeits all benefits purchased 
by employer contributions. There is a smaller group of institutions where 
the university itself, rather than the state, has established or administers 
a plan where in one way or another the individual forfeits employer benefits 
if he leaves before retirement or long service; this includes such institutions 
as the University of Kentucky, Michigan State University, University of 
Nebraska, and the Universities Retirement System of Illinois. 

Public school teachers and other public employees frequently can carve 
out a satisfactory career within the confines of public employment in any 
one state and pension rights frequently are transferable within this area. 
But mobility of college professors transcends state lines and is essential 
among all colleges and universities, public or private. 

This matter of forfeiture of employer contributions is one of great im- 
portance for college teachers and for the entire system of higher education. 
Those institutions whose retirement plans inflict forfeitures are not carry- 
ing their weight in the educational world. Although they may not intend 
to do so, they are, in effect, relying on lack of information on the part of 
the young man who often does not realize the limiting situation he is getting 
himself into untii too late. 

Colleges are families of scholars dealing in ideas and this means that 
retirement systems must be designed to meet their special needs in order 
to have a good effect on the development of the institution and on the 
well-being of its staff members. The advent of Social Security and the 
necessary adjustment of many public plans to the federal coverage provides 
an opportunity for institutions covered by forfeiture plans either to do 
something about improving vesting arrangements in the existing system 
or to set up the type of plan that will have immediate full vesting. 

In spite of the gaps in coverage because of forfeiture plans, the college 
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world as a whole is far ahead of industry, the financial world, government 
employment and other professions in the matter of vesting of pension 
rights. In these latter employments it is the rare plan indeed that pro- 
vides for immediate full vesting. Usually the employee must stay with a 
particular employer for at least ten years, or to a fairly high age, or in 
a great many cases clear to retirement in order to be eligible for any 
benefit from employer contributions. This is a serious problem for the 
mobile American labor force. 

Retirement security should be a three-fold responsibility, based partly 
on individual savings, partly on employer retirement systems, and partly 
on Federal Social Security. At present the great majority of industrial 
pension plans are not discharging the employer’s responsibility. Unless 
the problem of vesting is solved (and real improvements are occurring), 
cogent reasons will be advanced for ever-increasing federal government 
action in these areas beyond the level that would otherwise be appropriate. 


Inflation and the Variable Annuity 


The joint AAUP-AAC recommendation stresses purchasing power rather 
than merely a given number of dollars in connection with retirement plans. 
Many of the existing publicly administered retirement systems, as well as 
some of those administered by the universities, such as the University of 
California and Michigan State University’s plans, assure the individual a 
benefit related to his last three or five years of service or his average 
earnings during his highest salary period. These plans do provide a hedge 
for the individual against inflation occurring prior to this last few years 
of service. Such plans happen to be working pretty well for persons 
retiring in 1955 since there has been a long enough period of higher earn- 
ings related to the higher price structure to establish a new earnings base 
for benefits. However, it is painfully apparent that those persons who 
retired some years ago, just as we were climbing ont of the depression are 
now trying to make ends meet on a pension related to their own much 
lower final earnings base. Thus these “final five” plans give capricious pro- 
tection at best and provide greatly differing treatment to individuals with 
precisely the same length of service in jobs requiring precisely the same 
skills, the only difference being the date of retirement. 

These “final-five” and similar plans also offer serious problems for the 
employer. Persons now retiring are receiving benefits related to their earn- 
ings after the inflation of the 1940’s had occurred. However, most of the 
contributions for such pensioners were related to their considerably lower 
earnings of the 1930’s. Thus the part of the fund properly allocable to the 
individual’s retirement benefit is substantially deficient. Many of these 
plans which originally aimed at full funding of current service benefits are 
probably only 60% to 70% funded at present. If the amount of under- 
funding is to be reduced, additional contributions must be made by the 
public authority or from the general budgets of the public colleges. There 
is no adjustment downward of benefits being paid if a period of declining 
price levels follows an inflation. This points up the fact that from the 
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employer’s standpoint future costs of such plans are unpredictable and 
actuarial projections are well-nigh impossible. 


College Retirement Equities Fund 


In handling this problem of inflation, the college world has again 
pioneered in establishing a type of retirement plan closely related to the 
practicalities of employer financing problems and the need of the individual 
for purchasing power or real income during retirement, rather than merely 
a number of dollars. 

“How is CREF doing?” This is the question we are asked so very fre- 
quently. Most of you are familiar with the College Retirement Equities 
Fund, as a new type of retirement system issuing variable annuities based 
on the performance of a carefully selected list of diversified common stocks. 
The college faculty member can put up to half the total annuity premium 
being paid by him and his employer into the new Equities Fund to produce 
a variable annuity, with the remainder being invested in a fixed dollar 
annuity through TIAA. So far, nine of ten CREF participants elect to put 
half of their money in the Equities Fund. 

Since it started operations in July 1952, CREF has grown with re- 
markable rapidity. It now has more than 25,000 participants, the fund 
amounts to $27,000,000 and the great majority of the colleges in the TIAA 
group allow their staff members to participate. Many college faculty mem- 
bers of non-TIAA institutions are participating in TIAA-CREF on their 
own. 

The “Accumulation Unit’ measures the current value of each par- 
ticipant’s share in CREF, and also the price at which his current premiums 
buy into the fund. Because of the rapid increase in values of common 
stocks, the value of the accumulation unit in CREF also has risen rapidly. 
During the first twenty months the accumulation unit value varied be- 
tween a low of $9.35 and a high of $10.92. It then started a rise which has 
brought it to its present value of $17.69. 

It is also interesting to look at the annuity that would have been pro- 
duced by a single premium paid to TIAA and to CREF, as follows: 


Monthly Annuity Incomes 


A single premium paid to TIAA large enough to purchase an annuity 
of $100 a month, and the same sized premium paid to CREF, by a man 
aged 65 on July 1, 1952, would have produced the following monthiy 
incomes: 


Guaranteed 
Annuity Year TIAA TIAA CREF Total 
May thru April Income Dividends Income Income 
1952-1953 $100 $0 $113.95 $213.95 
1953-1954 100 6.19 107.80 213.99 
1954-1955 100 5.98 122.38 228.36 


1955-1956 100 5.78 160.78 266.56 
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It should be emphasized that recent experience has been most favorable, 
and that vari~ble annuities can vary downwards as well as upwards. 


Some Economic Implications of Variable Annuities 


The whole subject of pension planning will be an exceedingly important 
part of our economic problems in coming years. You know the statistics of 
the increasing proportion of older people in the population, of the economic 
problems of supporting them, of the problems of inflation and deflation, 
transferability of benefits from one job to another, coordination of private 
systems with OASI, the proper place of OASI, and the like. Rather than 
summarizing these matters, I wouid like in conclusion to hint at a few 
economic implications and opportunities in connection with Variable 
Annuities. 


1. Materially higher standards of living will literally be thrust upon 
us in America in coming years. If we are successful in maintaining full 
employment, Americans should, by 1965, be living 30% better than they 
now do, and 70% better by 1975. This is truly a fantastic rate of progress. 
Are we to exclude our retired people from their appropriate share of this. 
increase in the standard of living or will we make some portion of it avail- 
able to them? Because of the danger of inflation, fixed-dollar retirement 
plans do not even assure our older people a stable or satisfactory standard 
of living, let alone an increasing one. 

2. In the establishment of CREF, discussed only briefly in this paper, 
we hope to make some of this expected increase in living standards avail- 
able to college professors. This they can have by participating in the 
College Retirement Equities Fund which invests their retirement savings 
in such common stocks as General Motors, General Electric, Standard Oil 
of New Jersey, Texas Utilities Company, International Business Machines, 
Aluminum Company of America, Bethlehem Steel—a total of 64 companies 
in 14 different industries. As American business prospers, retired college 
professors will not be limited to a fixed dollar retirement income and a 
static standard of living, while employed Americans are enjoying rapidly 
increasing standards. 

The variable annuity for the first time makes it possible for large num- 
bers of retired people to participate directly in the growth and productivity 
of the American economy. 

3. Continued development of this country will call for huge sums of 
invested capital, some to come from borrowing and some to come from 
the equities side through retained corporate earnings and new common 
stock issues. This will increase the man-hour productivity of the American 
worker as well as the total product. A substantial part of this invested 
capital, both borrowed and equity, can and should be supplied through the 
saving of our people for their old age. 

4. In our desire to give the retired person a stake in the growth of 
the economy we must not forget our zesponsibility for protecting him 
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during periods when the economy is declining. We must not fail to have 
a solid fixed dollar base of traditional annuities to protect our retired 
people during times of depression and to protect them against the swings 
of common stock performance that have always in the past far exceeded 
those of the cost of living. The balanced retirement program of fixed 
dollar annuities plus equity annuities is a sound and conservative approach 
to the problem of retirement income, designed to provide a more secure 
income regardless of the direction in which the economy is moving at any 
one time. 

5. Our efforts to maintain full employment will probably lead us to 
inflationary actions from time to time. Defense expenditures and other 
forces may also have their effect. Under traditional pension plans inflation 
leads to a declining standard of living for retired people, with resulting 
real distress. To meet this problem, variable annuities seem to be the best 
answer yet proposed, permitting individual saving to be invested partly in 
equities. Thus the circle closes; the combined fixed dollar and equity 
investments of workers, saving for their old age, can help expand American 
industries and improve roads, schools, homes, machinery, and services. 
Increasing productivity will make it possible to improve the standard of 
living both for our workers and for our retired people. 





Discussion 


C. ARTHUR WILLIAMS, JR. 
University of Minnesota 


Studies of college faculty insurance and retirement programs by insur- 
ance teachers are worthwhile for many reasons, one of the most important 
being the desirable effect which these studies have upon our colleagues in 
other fields. They enable us to teach these colleagues in a relatively pain- 
less Manner some sound insurance principles and increase their respect for 
insurance education. For teachers in a relatively new field which is still 
striving for acceptance, this is important, and I believe that we, as insur- 
ance teachers, should play an active role in the search for the optimum 
insurance protection for college faculties. 

Irving Pfeffer has made a valuable contribution along these lines this 
morning. He has discussed logically and concisely (1) the principles that 
he believes should be embodied in college faculty retirement plans and 
(2) the characteristics of current college faculty retirement plans at fifty 
large universities. He has provided us with an excellent bibliography for 
further study on this topic. His list of recent amendments to academic 
retirement plans will prove useful as a check list when we are considering 
improvements to our own plans. 

According to Dr. Pfeffer, the six principles which should be found in 
all college faculty pension plans are the following: (1) compulsory par- 
ticipation, (2) contributions by the faculty and the college, (3) early or 
immediate vesting, (4) non-commutation, (5) a compulsory retirement age, 
and (6) benefit adequacy. I believe that most informed college faculty 
members agree with these principles except, possibly, that of non-commu- 
tation. Many believe that the faculty member should be entitled to his 
own contributions in cash upon demand. They feel that an emergency 
may arise and this money may be needed. They believe that the loss of 
the employer’s contributions in case of a cash withdrawal would be enough 
to limit these withdrawals to true emergencies. However, as long as there 
is some doubt concerning whether faculty members would react in this 
way, a strong argument can be made in behalf of the non-commutation 
principle. 

Dr. Pfeffer concludes that the principles of compulsory participation, 
joint contributions, and a compulsory retirement age have been widely 
adopted, but the principles of early or immediate vesting, non-commutation, 
and benefit adequacy have not. He presents evidence to support all of his 
conclusions except those dealing with compulsion and non-commutation. 

I have two comments to make with respect to the conclusions and sup- 
porting evidence. The first comment deals with the vesting provisions in 
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the current plans. I agree with Dr. Pfeffer that the early or immediate 
vesting picture is not bright, but I believe that it is brighter than the 
table in Dr. Pfeffer’s paper would indicate. In the Pfeffer sample, two- 
thirds of the pension plans had either no vesting rights or very limited 
vesting rights; the remaining one-third provided for immediate vesting. 
In a representative sample I would have expected to find 50%-60% of the 
plans with early or immediate vesting provisions. Of course, Dr. Pfeffer 
does not claim that his sample is a representative one. In fact, he warns 
us against meaningless comparisons with other samples and states that the 
principal contribution of his survey is its indications of some recent pension 
developments. However, I believe that we should recognize the bias in the 
sample for this may influence our interpretation of the evidence. 

My estimate of the per cent of plans with early or immediate vesting 
provisions is a by-product of a study which I conducted in 1954 on college 
faculty accidental injury and sickness plans.1 In that study I found that 
among the pension plans found in colleges with 300 teachers or more, 
about 44% were underwritten by TIAA-CREF, 41% by public bodies, 
11% by commercial insurers, and 4% by the colleges themselves. Dr. 
Pfeffer states that only 21% of the pension plans in his sample were under- 
written by TIAA-CREF. He does not comment on the composition of the 
remainder of thé sample, but I would guess that public bodies underwrite 
over half of the plans in his sample. These differences in sample composi- 
tion are important for the type of vesting provision is definitely related to 
the type of insurer. All TIAA-CREF plans and about three-fourths of 
the plans underwritten by commercial insurers or the colleges themselves 
have early or immediate vesting provisions, but very few public retirement 
plans have liberal vesting provisions. 

The two samples are not strictly comparable, for one is drawn from 
the population of colleges with 3,000 students or more, while the other is 
drawn from the population of colleges with 300 faculty members or more. 
However, this difference is probably not too important. A more important 
objection is that both sets of data are based upon samples and that either 
or both may not be representative of their respective populations. For- 
tunately, however, some population data are available to support a con- 
clusion that at least 40% of the academic retirement plans at the large 
universities provide for early or immediate vesting. The World Almanac ? 
lists about 150 colleges with 3,000 students or more and TIAA-CREF lists 
60 of these or 40% as cooperating institutions. 

1C. Arthur Williams, Jr., “College Faculty Accidental Injury and Sickness 
Plans: A Preliminary Report,” Review of Insurance Studies, Spring, 1955 
pp. 29-33. 

C. Arthur Williams, Jr., “College Faculty Accidental Injury and Sickness 
Plans: Some Variations by Size and Type of College,” Review of Insurance 
Studies, Fall, 1955, pp. 117-26. 

2 The 1954 World Almanac and Book of Facts, New York World Telegram, 
New York, 1954, pp. 451-69. 


3 Planning a Retirement System, Teachers Insurance and Annuity Associa- 
tion and College Retirement Equities Fund, New York, 1955, pp. 42-49. 
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Another point to remember when interpreting the table on vesting pro- 
visions is that less than 10% of the retirement plans studied by Dr. Pfeffer 
have an early retirement provision. Many persons consider an early retire- 
ment provision to be a form of vesting. If this viewpoint were accepted, 
the number of plans with no vesting rights would be much smaller. Cer- 
tainly a plan which provides vesting rights upon the attainment ef age 
60 with 20 years of service is no more liberal than a plan which has no 
vesting privilege, but provides for early retirement upon the attainment 
of age 60 with 20 years of service. Of course, neither of these provisions 
satisfies the principle of early or immediate vesting which is of primary 
interest. 

My second comment is concerned with benefit adequacy. I was ex- 
tremely interested in Dr. Pfeffer’s findings on this peint. Over 40% of the 
retirement plans provide a retirement income equal to 40% or less of the 
career average salary. The situation with respect to final salary, which 
will almost always be higher, is less favorable. For example, if a person 
has an average salary of $5,000, but a final salary of $6,000, 50% of his 
average salary is equivalent to about 40% of his final salary. Probably 
60%-80% of the plans in the Pfeffer sample provide less than 40% of 
the final salary. Of course, Social Security improves the picture consider- 
ably, especially at the lower income levels. However, even with Social 
Security, Dr. Pfeffer’s conclusion that the principle of benefit adequacy 
remains substantially unfulfilled is well-founded. 

In conclusion, I should like to say that I found Dr. Pfeffer’s paper very 


stimulating. I learned a great deal about college retirement plans from 
the paper. I believe that Dr. Pfeffer should be complimented on his choice 
of subject, logical analysis, and oral and written presentation. It is my 
hope that this session on university retirement plans will in some way help 
to make the secure profession of teaching more secure. 





Discussion 


J. Epwarp HeEpcEs 
Indiana University 


So far as this particular session is concerned, our program committee 
is to be congratulated on at least two counts—first, on the inclusion of a 
topic in which we are all so vitally interested and, second, on the selection 
of persons to present the main papers dealing with the subject. In fact, 
the principal papers, as well as the comments of the first discussant, have 
been so admirably done that there seems to be little left for me to say. 
Add to this the fact that Dr. Greenough’s paper reached me only since 
I arrived in New York, and I need not assure you that my comments 
will be brief indeed. I am sure, however, that we can use to good advantage 
the remaining time at our disposal by allowing ample opportunity for 
questions and comments from the floor. 

If I may start by referring to Professor Williams’ comments, I should 
like to underline what he had to say of the opportunity we have of 
building greater acceptance and prestige for our particular field among our 
colleagues in other areas of knowledge in our various institutions. I am 
sure many, if not most of us here, have been called upon to serve on 
faculty committees to consider group insurance and retirement problems. 
In that capacity we have been able to demonstrate the significance of our 
area of competence and to make substantial contributions to the welfare 
of our faculty groups. This, in turn, inevitably leads to a greater recogni- 
tion within our institutions of the curricular value of insurance. In addition, 
we are able to make seme contribution to the “education” of our colleagues, 
so far as insurance is concerned. That some such education is needed is 
suggested by an incident in my own experience, in which a colleague—not 
in business or economics, I need not assure you—referred to the CREF 
plan as “that stock speculation scheme!” 

Now with specific reference to Dr. Greenough’s paper, I must confess 
I find little of substance with which I can disagree. You may be interested, 
however, in some of our experiences at Indiana a few months ago when 
the question of integrating OASI with our TIAA-CREF plan was submitted 
to referendum. First, let me say that in spite of the fact that the refer- 
endum had to be scheduled for a date in August when many of the 
eligible people were away from the campus (and had, accordingly, to take 
the initiative in applying for and casting a mail ballot) the vote was over- 
whelmingly favorable. Of the 697 cligible voters, 647 voted for adoption 
of OASI, forty voted for exclusion, one ballot was unmarked, and nine 
members did not vote. We encountered no such concerted opposition as 
has been reported in California and Ohio. 
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As would be expected, the most frequent question asked during the 
period preceding actual voting was, “how will the adoption of OASI affect 
me”? To give even a general answer in a specific case requires the making 
of certain assumptions, first of a general nature and second with respect 
to the particular person concerned. As to the first category, assumptions 
must be made, either explicitly or implicitly, regarding the future tax and 
benefit schedules. For purposes of appraising the effect upon a particular 
individual, it was assumed that the present schedule of tax increases would 
be followed and that the existing benefit schedule would continue in effect. 
However, if past experience is a valid guide, it is reasonable to suspect that 
scheduled tax increases may be postponed and that benefits in the future 
will tend roughly to keep pace with increases in the cost of living. With 
respect to a given individual, it is necessary to know his age, sex, marital 
status, and number, age, and relationship of dependents. But beyond that, 
assumptions must be made as to his probable life span, the life span of 
his spouse, and the possibility of changes in the number of his dependents. 

In the light of the numerous uncertainties involved, obviously a clear- 
cut answer is impossible. However, as a guide to those concerned, several 
illustrative classes may be distinguished. First, let us take a young in- 
structor, say age 30, male, married and with young children. The plan 
incorporating OASI as compared with the exclusive TIAA-CREF plan, 
with total contributions remaining the same, would produce results some- 
what as follows: 


1. If the subject dies while his children are still young, the results 
would be vastly better. The widow’s, wife’s, and children’s benefits 
represent the equivalent of, perhaps, thirty to fifty thousand dollars 
of life insurance. 

If the subject lives to, and for a normal period of, retirement, his 
wife predeceasing him, the results would probably be less favorable 
than under TIAA-CREF. 

If both the subject and his wife live to enjoy a normal period of 
retirement, there would be little to choose between the two plans. 
(Of course, the age at which retirement begins could make a tre- 
mendous difference.) 


At the other extreme, is the case of the older person facing retirement 
within the next few years. Whether or not there is an eligible spouse, the 
combined plan is clearly a bargain. For a “premium” of as little as $252, 
such a person may qualify for the maximum monthly benefit, payable for 
as long as he may live. The existence of an eligible spouse, of course, con- 
siderably enhances the benefits payable. For the person in the middle age 
bracket, say 35 to 55, the balance might swing either way, depending on 
age at death, ultimate benefits payable to the spouse, and benefits to 
children. The one class which would most likely fare better under TIAA- 
CREF consists of the younger persons, unmarried, and remaining single 
up to retirement. This group, plus those who collect only modest benefits 
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after making full contributions for many years, provide the offset necessary 
to produce the “bargains” referred to above and help to give effect to the 
“social equity” principle mentioned by by Dr. Greenough. 

And speaking of social equity, if we may turn for a moment to Dr. 
Greenough’s paper, one might take issue with his statement that “Present 
OASI taxes fall far short of meeting the ultimate cost of the program. OASI 
is largely a pay-as-you-go plan.”’ Wide differences of opinion exist regarding 
this point and with the conclusion which follows that “Once the plan 
matures, it either will have to be subsidized in some manner or the wage 
taxes will have to exceed the premiums for comparable benefits in insurance 
and retirement plans that are funded and earning interest.”’ Even if this 
were true, and I do not feel qualified to argue this point, I do want to 
suggest that it is not necessarily bad. I confess that I cannot share the 
concern of my friend Frank Dickinson, who is deeply disturbed because, 
it is said, we are passing on much of the current cost to future generations. 
Unless our economic theory is completely false, we know that each genera- 
tion can consume only what it produces, with the single exception of 
failure to maintain and pass on the inherited physical plant. Tax obliga- 
tions, either to pay interest on the debt represented by the trust fund, or 
to meet future benefit obligations may, of course, produce a redistribution 
of incomes among the producers and consumers of incomes in the next 
and subsequent generations. But if this is necessary to produce a reason- 
able social equity, my comment would have to be, “so what”? Certainly, 
the idea of complete funding has been long since abandoned as impracticable 
and unnecessary. 

If I may take a moment now to summarize and recapitulate the session 
thus far Professor Pfeffer set out for us the standards of adequacy which 
have been generally accepted for college retirement plans and, as a result 
of his survey, outlined the degree to which these standards are currently 
reflected in existing plans. Dr. Greenough referred again to these standards 
and described the degree of attainment by TIAA-CREF members through 
integration with OASI. These reports are encouraging and of particular 
interest to us as insurance teachers because the matter concerns both our 
field of academic interest and our personal fortunes. In closing I should 
like to recommend to future program committees that the subject be 
placed on the agenda for discussion at subsequent sessions when we may 
again take a reading to see how much further we may have progressed. 
And now, with some additional time at our disposal, we have the oppor- 
tunity for everybody to “get in the act,” 





Recent Developments in Sickness and Accident 
Insurance 


JARVIS FARLEY 
Secretary, Treasurer and Actuary 
Massachusetts Indemnity Insurance Company 


I feel proud to have been invited to be with you today. Like all insur- 
ance men, I have long known of your Association. Some of you I have 
known well, others more briefly; all of you belong to a profession which 
insurance men honor and respect, partly because of your role in training 
young men for active and constructive service in the field of insurance, and 
partly because of your unique position as informed yet disinterested—but 
by no means uninterested—observers and analysts of the entire insurance 
field. It is in your latter role as observers and analysts that I address you 
today. 

From my experience in receiving and accepting the invitation to speak 
here today, I learned something of the problems of a program chairman 
of such an organization as yours. The pressures of putting together a pro- 
gram are such that Vice President Irwin asked what my subject would be 
almost before he invited me to speak! That was back when color was 
still on the trees. I suggested that the title “Recent Developments in Sick- 
ness and Accident Insurance” would sketch out the general area of my 
remarks without tying me down in the slightest. Then came the time for 
planning what I would say. Certainly you would not be interested in a 
mere catalogue of current happenings; you either know more than I do 
or know where to find it out. The answer seemed to lie in your function 
as independent analysts. A statement by a man closely involved in sick- 
ness and accident insurance commenting on what seem to him to be some 
of the more important recent developments, their causes and their sig- 
nificance could be of interest to you in your capacity as observers, and 
might provide you in your capacity as analysts with opportunity for con- 
structive criticism and comment. That is the spirit of these remarks, and 
I hope that the result may be interesting and possibly valuable to all 
concerned. 

Possibly the most far reaching development of recent years has been 
the wide spreading of the recognition of the extent to which sickness and 
accident insurance is vested with a public interest. That interest has always 
been generally recognized, especially by individual leaders, but in recent 
years the depth and the extent of the public interest, and the obligation 
which it imposes upon insurers, have been more and more widely and 
generally appreciated. The need of individuals for insurance against loss 
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of earning pewer because of disability and against expenses of medical care 
has long been understood. That need, after all, is the very foundation of 
health insurance as a business. The new development is the deepened 
recognition that if health insurance is to remain in private hands, rather 
than become a function of government, the private insurers must deserve 
and have the confidence of the insuring public. 

That deepened recognition is not a sudden development. The history 
of health insurance from the beginning has been marked by a constant 
broadening of the ability of the insurers to provide better insurance to 
more people. That constant process of improvement and refinement was 
not due solely to altruistic motives; it is, rather, a classic example of the 
constructive force of competition. Insurer A brings out a better policy 
because he believes that it will increase his sales, and other insurers follow 
because they must, or else lose ground in competition. With improvement 
in coverage comes increased pride in good performance, and with pride 
comes greater appreciation of the facts that not only must performance 
deserve public confidence but that along with the deserving of confidence 
there must be measures to assure that the confidence which is deserved is 
actually enjoyed. 

You will recall that two years ago there was a wave of criticism directed 
against health insurers, principally by government officials and by the 
public press. One response was the appointment of the Joint Committee 
on Health Insurance. Two years ago the health insurers spoke with many 
voices. At least seven different trade associations spoke for insurers writ- 
ing sickness and accident insurance, and there was no recognized medium 
through which a unified public relations program could be established. In 
that situation the presidents, or corresponding officers, of the Bureau of 
Personal Accident and Health Underwriters, the Health and Accident 
Underwriters Conference, the American Life Convention and the Life 
Insurance Association of America issued an invitation to the Association 
of Casualty and Surety Companies, the American Mutual Alliance, and the 
Life Insurers Conference to join in an examination of the business and its 
needs. The result was the formation of the Joint Committee on Health 
Insurance. 

The Joint Committee set in motion a program of appraisal, looking 
both outward and inward. The most dramatic development from the Joint 
Committee has been the decision to form a new trade association in the 
sickness and accident field to be known as the Health Insurance Associa- 
tion of America. The organizing work has been substantially completed 
and invitations to join have just been mailed within the past two weeks 
to companies writing sickness and accident insurance. The formal organ- 
izing meeting is expected to take place next spring, after which it is ex- 
pected that the Conference and the Bureau will dissolve and hand their 
functions over to the unified new Health Insurance Association. It has 
already been announced that E. J. Faulkner of Lincoln, Nebraska, will be 
the first nominee for President and that Robert R. Neal, the present 
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Bureau-Conference Resident Counsel in Washington, will head the staff. 
Both of those gentlemen are well known to many of you. 

An important function of the new Association will be the establishment 
of the first industry-wide public relations program for health insurance. 
The public relations staff work will be done under the direction of the 
Institute of Life Insurance. Frank S. Vanderbrouk, whom many of you 
know, is the nominee for the first Chairman of the Public Relations Com- 
mittee, which will be responsible for the program. 

I am sure that you will be as interested as we in the industry will be 
in watching the development of the new Health Insurance Association. 
That development is bound to reflect in some way the diversity of its 
membership. Other principal insurance trade associations are fairly homo- 
geneous in their membership. The Life Insurance Association and the 
American Life Convention, for example, are made up of life insurance 
companies only. Similarly, the stock casualty companies have their trade 
associations, the mutual companies have theirs, and so on. There are, of 
course, important ranges of difference within those associations, but gen- 
erally speaking there is considerable homogeneity as to type of company 
and as to kinds of insurance written. 

The Health Insurance Association of America, on the other hand, will 
have as members life companies, casualty companies, both stock and 
mutual, fraternals and other forms of insurers, in addition to companies 
writing sickness and accident iasurance only. Those diverse insurance or- 
ganizations will sell through different kinds of agency systems, or without 
agents, all the various forr.s of policies and types of benefits which make 
up the field of sickness and accident insurance. It seems safe to predict 
that such diversity will in some ways affect the character of the new 
Association and that an appreciation of that fact will help in understanding 
and appraising its development and progress. 

Probably the most dramatic and highly publicized recent development 
in the health insurance field has been the series of complaints issued by 
the Federal Trade Commission against various companies. The nature 
of those complaints and the choice of companies complained against have 
puzzled most observers. The complaints, which are based entirely upon 
advertising, have not involved current practices, but every case relates to 
practices of two or three years or more ago. Most of the companies 
complained against have pointed out, directly or indirectly, that the prac- 
tices on which the coraplaints were based have been changed or dis- 
continued. If the purpose of the FTC was to obtain the correction of 
what it considered to be improper practices, that purpose would seem to 
have been substantially achieved; yet new complaints based upon dis- 
continued practices were issued as recently as a month ago. 

To this observer—and I speak with no first-hand or direct knowledge— 
the series of complaints seems to indicate that the original purpose of the 
Federal Trade Commission was not simply the immediate correction of 
practices but rather the forging of a long-term regulatory program, by 
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defining FTC jurisdiction and establishing by a sort of common law process 
that specific actions constitute improper advertising practices. To achieve 
that long-term purpose it was apparently not considered necessary that 
the complaints be based on current activities, but it probably was con- 
sidered necessary to follow the complaints through to a definite conclusion 
in law, both as to jurisdiction and as to standards of advertising. 

As respects jurisdiction, there clearly are unresolved questions under 
Public Law 15 as to the borderline of jurisdiction between federal and state 
regulatory authorities. As the situation developed there has come a recog- 
nition that the location of the borderline may depend upon the existence 
of key statutes in the various states, or possibly upon the administration 
of statutes by the insurance departments. It is also possible that changes 
either in statutory enactments by the states or in administrative enforce- 
ment by the insurance departments since the time to which the com- 
plaints relate, could mean that jurisdictional lines drawn on the basis of 
the present complaints would not be applicable in the future. 

It has become apparent that the continuing existence of the complaints, 
in which are commingled questions of standards and of jurisdiction, has 
had severa: unconstructive results; they have stirred up feeling in the 
emotional area of federal vs. state regulation; they have resulted in con- 
siderable adverse publicity against specific insurers who may no longer 
be using the practices complained against; to some extent they cast a 
cloud over the whole field of private health insurance, at a time when the 
Administration is seeking to encourage development of that field; and, 
pending resolution of the complaints, there is an area of uncertainty 
around the process of insurance advertising. That uncertainty is un- 
fortunate if it is recognized that private health insurance is a socially 
desirable service which ought to be used more and more widely, and that 
advertising can and should play a constructive part in spreading its 
effectiveness. 

To offset those difficulties, to minimize the damage which a prolonged 
public fight over jurisdiction might inflict on public acceptance of private 
health insurance, and thereby on the insurers’ ability to serve the public, 
and to strengthen the position of state regulation, the Director of Insur- 
ance of Nebraska, Thomas R. Pansing, proposed last spring that pending 
resolution of the jurisdictional issue an effort be made to establish standards 
of advertising by agreement among the Federal Trade Commission, the 
insurers, and the state regulatory authorities through the National Asso- 
ciation of Insurance Commissioners. If there could be general agreement 
on advertising standards, and especially if the public realized that there 
was agreement on proper standards, then there would be less likelihood of 
harm resulting from publicity about the contest over jurisdiction. 

Last June, Director Pansing was appointed Chairman of a committee 
of the NAIC for the purpose of developing a set of rules to govern health 
insurance advertising. That committee in cooperation with an industry 
committee representing the various trade associations having an interest 
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in health insurance, worked iong and hard in order to be able to present 
proposed advertising rules tv the NAIC at their mid-winter meeting here 
in New York a month ago. During the drafting process Director Pansing’s 
committee conferred with members of the Federal Trade Commission and 
their staff and received the benefit of their suggestions, although, as 
Director Pansing pointed out, the Federal Trade Commission was not in 
a position to give its approval to the rules and has not done so. 

The rules were adopted at the NAIC meeting, together with suggestions 
for putting them into effect. The most effective sanction is, of course, not 
a sanction at all but the voluntary cooperation of the insurers. To provide 
an enforcement procedure, however, the Pansing Committee recommended 
that the insurance commissioner in each state, acting in accordance with 
the uniform Fair Trade Practice Act or similar law, promulgate the rules 
and deal with departures from them as violations. Those recommendations 
were adopted by the NAIC a month ago; and within the past two weeks 
the Federal Trade Commission, by voting to call a trade practice conference 
on its own initiative, has moved to cooperate in minimizing the impact 
of unconstructive publicity through the establishment of advertising 
standards on which all interested parties can agree. 

There can be no question that some advertising of sickness and accident 
policies has given to prospective applicants an impression of coverage 
materially greater than that which the policy actually provides, and action 
to curb any such exaggerated advertising has been needed. In that context 
the advertising rules serve a constructive purpose. The rules are more 
strict in some respects than they might have been had they been drawn 
in less of an emergency atmosphere, and it is possible that experience may 
show that they go too far in some directions, so as to inhibit the proper 
and desirable function of advertising in helping to sell a good product. 
Even if experience does prove the need of editing, however, the rules 
represent an important landmark in industry responsibility and in con- 
structive cooperation between the industry and the state regulatory officers. 

That attitude of cooperation deserves comment in itself. The function 
of the insurer is to provide a much needed public service. The functions 
of the regulatory authorities are to enforce the insurance laws, to police 
the errant insurer, and from time to time, if the companies show signs of 
settling down for a nap beside the road of constant improvement, to jostle 
them out of such complacency. The most effective progress toward im- 
proving performance and solving regulatory problems is made when in- 
surers and commissioners can sit down together objectively to define the 
problems and to consider the best ways of making solutions possible. That 
relationship between commissioners and health insurers has never been 
more objective, cooperative and constructive than it is today. 

Before leaving the subject of the advertising rules there is one aspect 
which bothers some of us, and about which I would like to ask your advice. 
The Insurance Commissioner of California, Britton McConnell, in a 
thoughtful statement to the NAIC a month ago, offered the reminder that 
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we Americans set as our political ideal a government of laws rather than 
a government of men, and he queried whether the proposed method of 
effectuating the rules is not a departure from that principle. That is a 
sobering suggestion. The FTC, granted that its objectives are usually 
constructive, operates in such a way that men and companies may find 
themselves cited in violation of standards which were not defined when 
the complained-of acts were performed. 

The uniform Fair Trade Practices Act, under which it is proposed that 
the advertising rules be promulgated, calls for definition of standards by 
administrative judgment rather than by legislative judgment—and these 
advertising rules are an example of such administrative judgment. That 
is government by men, and we are faced with a fine problem whether the 
means are justified by the end. The laws and the pattern are existing 
facts, and if I had been a member of the NAIC voting a month ago on 
this question I feel sure that I would have voted with the great majority 
to utilize the Fair Trade Practices laws and to lay the foundation for 
prompt cooperation with the FTC to establish standards of advertising. 
Yet there is a real question whether the Fair Trade Practices laws, and 
the statutes from which the FTC derives its authority, do not involve 
a sacrifice of principle to expediency, establishing a process of government 
by men in their search for a solution to a real problem. What is your 
opinion ? 

There are two other problems in the field of health insurance that I'd 
like to describe briefly and ask your advice about. The first is a specific 
problem in connection with loss-of-time insurance. There is a recognized 
axiom that overinsurance breeds excessive claims. Unless the insured 
earns More on the job than he would derive from insurance benefits, the 
incentive to recover and get back to work is seriously weakened. If dis- 
ability insurance is to be underwritten successfully, the tax-free benefit 
must be reasonably lower than the amount of earned income which is taken 
home after taxes. Underwriting, if it is realistic, must set a reasonable 
relationship between insured income and earned income net of taxes. That 
relationship can be threatened either by a subsequent decline in earning 
power or by the subsequent issuance of additional insurance. The latter 
problem is especially acute today among professional men because of a 
tendency to pile association group on top of association group, with in- 
sufficient regard for the total amount of insurance thereby provided. 

Canceilable policies can meet that problem to some extent by a policy 
provision to the effect that benefits will be prorated downward if the 
insured purchases additional coverage elsewhere without advising the 
company; and if he does advise the company, the risk can be terminated 
if the total amount of insurance is too great by comparison with the in- 
sured’s income. A guaranteed renewable policy can recognize the problem 
througu the use of the average earnings clause, by which benefits are pro- 
rated if the total amount of insurance from all sources exceeds the average 
earnings of the insured. But that solution, in the case of cancellable 
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policies, involves cancellation, and there is a great and understandable 
desire on the part of the public, the insurance commissioners and the in- 
surers to minimize the use of cancellation or non-renewal. With both 
cancellable and non-cancellable insurance, prorating does not correct over- 
insurance unless every policy is prorated; and even then it is an incom- 
plete solution if it results in tax-free insurance income equal to taxable 
earned income. One hundred cents that you have to pay taxes on after 
you work for them are not the equivalent of one hundred tax-free cents 
that you get by staying home. 

Many thoughtful insurance men believe that the average earnings 
clause should be related not to one hundred per cent of the insured’s 
earnings but to some lower figure, such as seventy per cent; and that such 
a seventy per cent average earnings clause should be a required provision 
in every loss-oi-time policy. The result, by putting an effective curb on 
overinsurance, might produce an extra dividend by encouraging companies 
to drop certain policy restrictions of which the original purpose was to 
help curb some moral hazard associated with overinsurance. From your 
viewpoint as objective analysts, are we right in believing that a seventy 
per cent average earnings clause as a required policy provision would prove 
in the long run to be very definitely in the public interest? Are there 
related problems which should be considered in connection with a possible 
effort to seek legislation effecting such a requirement? 

My other question has to do with a tendency on the part of the wage- 
earner to insure against medical expenses rather than against loss of earning 
power. Income is the very foundation of a family’s economic existence, 
and there are those—I among them—who maintain that disability income 
insurance should have first priority in the family’s insurance budget. It is 
true that the heavy expenses of major illness can be catastrophic, and 
major medical expense insurance is one of the most constructive develop- 
ments in the whole history of sickness and accident insurance; but the 
smaller costs of minor injuries and illness can be met out of the budget 
or financed over a reasonable period of time provided there is a foundation 
of income. And yet the statistics show a tendency to put priority on the 
kind of hospital and surgical insurance which pays the first dollar of loss 
but does not cover the crushing expenses and does nothing to replace lost 
income. 

Five years ago, slightly more than half of all sickness and accident 
premiums paid to insurance companies were for the purchase of disability 
income, but last year that figure had fallen almost to forty per cent. Those 
figures do not include premiums paid to Blue Cross and Blue Shield organi- 
zations. The amount of both kinds of insurance has increased steadily, 
but in only half a decade the proportion of commercial insurance premiums 
used for the purchase of medical expense insurance rather than loss-of-time 
msurance increased from forty-eight per cent to fifty-seven per cent. 
Many thoughtful insurance men are disturbed by that tendency to buy 
the kind of insurance which is most likely to provide the thrill of collecting 
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a small claim but to disregard the kind of insurance which could keep the 
family together if disability struck the income prodacer. That’s where I 
would welcome your advice. Are we right in feeling that income insurance 
should have first priority? If so, how can we best represent the compara- 
tive values to the insuring public? Is there any way in which you in your 
capacities as teachers of insurance and objective analysts can help to 
achieve a public recognition of the relative values? 

That ends my comments. In choosing those high spots and those prob- 
lems to comment upon, I do not mean to imply that there are not other 
problems as important and other developments as significant. Those close 
to hospital and medical expense insurance, especially major medical insur- 
ance, would comment on problems and progress in those fields. The great 
strides in providing the protection of health insurance to an increasing 
proportion of our citizens are important, and are reported to you each 
year by the Health Insurance Council. Developments in Washington in 
the fields of Social Security and of taxation are of great importance and 
significance. Those are fields in which many of you are better informed 
than I am. 

As for the questions that I have asked, if they suggest interesting fields 
for reflection it will have served my purpose in raising them. The question 
of “government of laws or of men,” the question of a reduced average 
earnings clause, and the question of the priority of disability income pro- 
tection—if any among you feel prompted to suggest answers, you may be 
sure that I, specifically, and the health insurance executives generally 
would welcome your comments. 

Let me close by recognizing that these are times of great challenge to 
sickness and accident insurance as a social and economic institution, and 
by expressing my belief that the companies are responding to the challenges 
in ways which are increasing the maturity and the stature of the business 
and the companies’ ability to perform their much-needed service. 





Paying for Medical Care 


Oscar N. SERBEIN 
Columbia University 


The topic for this symposium indicates thai the research projects to be 
reported on are new. The project I am to discuss may not qualify under 
this heading, since the research was started in 1951 and the final report 
appeared in 1953.1 However, the problems encountered may still be of 
interest. 

The study of methods of paying for medical care was undertaken in 
response to a grant to Columbia University from the Health Information 
Foundation, Inc., a nonprofit organization interested in all phases of the 
nation’s health. The Foundation was aware of the alleged inadequacy of 
insurance contracts in the medical care field and of the claims of the 
proponents of compulsory medical care insurance and was interested in 
supporting 2 nonpartisan study of all plans for paying for medical care 
in the hope that some guidance could be gained in respect to the adequacy 
of these plans. In order to assess adequacy it was necessary to review the 
existing literature and to investigate individual plans in considerable detail. 

It is probably unnecessary to review all the difficulties and problems 
that arose in connection with the execution of the research. Some of the 
problems were common to all types of research and most of you are no 
doubt familiar with them. I shall review some of the major problems that 
were particularly troublesome in this research project which, although it 
involved insurance, was not confined to that field. 

A substantial part of the research required the examination of pub- 
lished material, and it was necessary to consult a very large number of 
documents. At this point the first major difficulty arose. No library had 
a complete file of published material in the field of medical care economics. 
No journals contained abstracts of papers, and no index covered all pub- 
lications in the field, although the general indexes to periodical literature 
did provide some help. The absence of such aids to research meant that 
there was no assurance that all books, monographs, and articles or the 
subject of medical care payments were consulted. Persistent digging and 
the help of a research staff resulted in locating a large mass of material, 
but it was impossible to find all relevant documents. In any field so much 
is being published that no one could possibly review all the available 
material, but in insurance and in medical economics generally there is less 
help than can be found in the scientific fields such as mathematics, physics, 

*O. N. Serbein, Paying for Medical Care in the United States, New York: 
Columbia University Press, 1953. 
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and chemistry where abstract journals and indexes to literature are fairly 
common. 

A second problem arose in connection with the use and meanings of 
words. This difficulty was particularly troublesome in considering the 
literature of insurance. In many publications the expression “health insur- 
ance” persisted, although apparently what was meant was insurance against 
the costs of medical care. The word “medical” was used variously, 
although usually it meant care by a physician other than surgical care. 
There seems to be no reason logically for. thus restricting its use. In the 
field of major medical expense insurance the word “coinsurance” did not 
carry its traditional fire insurance meaning. Although this difficulty was 
not crucial it did introduce a note of confusion. Other examples could be 
cited but are probably not necessary. A universal language is not abso- 
lutely essential to the conduct of research, but it does facilitate the acquisi- 
tion of knowledge. 

A third problem centered around the lack of availability of much 
essential statistical data. By way of providing background to consideration 
of the problem of paying for medical care it was necessary to consider 
such items as the incidence of illness, cost of illness, and medical resources. 
Generally there was little up-to-date information on the incidence of illness 
and problems related to it. Only piecemeal data could be obtained on the 
duration, severity, and similar aspects of illness. Recently more informa- 
tion has become available, but it is still an area in which research might 
profitably be conducted. Somewhat more, but not complete data, were 
available on the number of physicians, dentists, nurses, pharmacists, and 
other medical personnel. 

A number of difficulties were encountered in studying the costs of 
illness. Generally information on the money paid by industry and govern- 
ment to physicians, dentists, nurses, and hospitals and for medical supplies 
was far from complete. Data on the sources of salary payments to phy- 
sicians and dentists were inadequate. A satisfactory breakdown of pay- 
ments to hospitals by source of funds was not available. The Department 
of Commerce figures on consumer expenditures for drugs, appliances, and 
other medical supplies were the only data available, but these were usable 
only with reservations. The administrative costs of governmental and 
industrial medical care programs were difficult to determine. Price lists 
on a national basis for medical services rendered to the consumer were 
unavailable. The immediate consequence of the lack of such information 
placed limits on the interpretation of such data as were available. 

In looking at ways of meeting costs of iilness, problems of obtaining 
adequate information were particularly troublesome. Only incomplete data 
were available on such items as employer participation in the payment of 
group and frandchise premiums; duplication of coverage in insurance 
contracts; conversion of group contracts; dependent coverage; purchase 
of insurance contracts by income groups and by occupation; types and 
extent of benefits; medical care provisions of nonmedical care contracts. 
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My research group was able to shed additional light on some of these 
areas, and subsequent studies by various agencies have extended our 
knowledge, but there is still room for special fact finding projects. 

In assessing the worth of governmental programs for paying for medi- 
cal care, the principal difficulty was obtaining satisfactory data from state 
and local governments. There is no central clearing house that has in- 
formation on state and local programs for providing medical care. Such 
data as do exist must be obtained from a multitude of agencies. 

Data on the activities of business in paying for medical care were 
available to a limited extent. No complete study of the medical facilities 
of business establishments in the United States has ever been undertaken. 
A research project aimed at this particular area would be desirable, par- 
ticularly in view of the importance of the financial help of the employer 
in providing medical care. 

A fourth problem area had to do with the accuracy of much of existing 
information. Not only was it difficult to determine the correctness of 
particular figures, but it was also difficult to reconcile conflicting data. 
For example, two reputable organizations gave different figures for the 
number of physicians in the country. Likewise two different agencies gave 
different figures for the number of hospitals. Part of the difficulty stems 
from differing definitions and estimating procedures. Another difficulty 
arose in trying to trace estimates to their source. Often there was no 
detailed account of procedures, and it was difficult to check estimates inde- 
pendently. In many cases sampling procedures had been used but it was 
not clear whether probability sampling had been used or whether sample 
size was adequate. In any event it seemed reasonable to assume that pub- 
lished figures were subject to some unknown amount of error. 

There is no easy way to solve the problem of gaps in existing informa- 
tion or the problem of statistical accuracy. A central statistical agency 
that collecied data from all parts of the United States on all phases of 
paying for medical care would be of considerable help. Such an agency 
would eliminate the necessity on the part of researchers of obtaining data 
from many diverse organizations and would obviate duplication of effort 
and difficulties of verification. 

Time does not permit a discussion of the results of the project. A com- 
prehensive final report has been published and is readily available. 























Federal Crop Insurance 


Rap R. Borrts 
Agricultural Economist 
United States Department of Agriculture 


Although it has been in operation for 17 years, current textbooks on 
insurance devote very little space to Federal crop insurance. In three 
latest editions, I recently found one line, one paragraph, and one and 
one-half pages, respectively, devoted to the subject. So if you, as in- 
structors in insurance, have not obtained literature on the subject from 
the Federal Crop Insurance Corporation or from secondary sources, this 
will still be a new field to you. When Mr. Bickley asked me to take part 
in this program, I thought I might perform a worthwhile service by out- 
lining some of the principal features of “all-risk” crop insurance and by 
highlighting some of the principal differences between it and other forms 
of property insurance. The subject is particularly pertinent at this time, 
in view of the fact that in 1956 some 60 private insurance companies plan 
to offer a multiple-peril policy under which drought will be one of the 
hazards covered. It will be made available on a limited scale in conjunc- 
tion with crop-hail insurance. 

Farming is more hazardous than most other businesses. In addition to 
the price risk, a farmer’s production (both quality and quantity) is subject 
to weather risks. Many governmental activities, including support prices, 
have been aimed at the price risk; but they have not been through insur- 
ance. The crop insurance offered by private companies in earlier years 
included some protection against the price risk—through a guarantee of 
income—and largely for this reason they were unsuccessful. To reduce 
the farmer’s production risks, private companies sell crop-hail and multiple- 
peril policies, such as those that cover fire as well as hail damage to stand- 
ing grain. 

As previously stated, the early attempts of private companies to write 
crop (income) insurance failed largely because the price risk was covered. 
However, there was continued demand for the Government to do some- 
thing in this field. It culminated in a yield-insurance program beginning 
with the 1939 wheat crop. Later, cotton and flax were added. This earlier 
insurance was offered on a nationwide basis. But when corn and tobacco 
were added in 1945, they were placed on a “test-tube” basis. And begin- 
ning with 1948, all crops were placed on an experimental basis. With the 
scope of the program thus limited, the Corporation was given more free- 
dom to experiment with various plans of insurance. About as much can 
be learned from a small experiment as from a more widespread and costly 
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one. So this third phase, beginning with 1948, may mark a definite step 
in the development of “all-risk” crop insurance. As a point of secondary 
interest, I might point out that the background research, planning and 
actuarial work on wheat, cotton, corn, tobacco, and citrus fruit were done 
in our own Branch, which was then part of the former Bureau of Agri- 
cultural Economics. 


Plan of Insurance 


Under other forms of insurance, adjusters determine the amount of the 
loss. For example, under crop-hail insurance the coverage on damaged 
acreage is multiplied by the percentage of damage to determine the amount 
payable. The crop is in sight and sampling methods are used to determine 
percentage damage. In case of partial fire loss, an adjuster can determine 
the amount of the loss from bids covering repairs. But in the case of all- 
risk crop insurance, the coverage is essentially a guarantee. The insurer 
must pay any difference between the coverage and the bushels (or other 
units) actually produced. And sometimes there is no production simply 
because the crop fails to grow. So a big problem in all-risk crop insurance 
is to determine actual production. It is simpler for crops like cotton and 
tobacco, which move through established processing or sales channels, than 
it is for a crop like corn, which is fed on the farms where it is grown. The 
indemnity is increased by the amount of any production that is missed. 

I understand that the private companies will offer their crop insurance 
as a supplement to crop-hail insurance. If drought losses are to be adjusted 
on the basis of percentage of damage, a way must be found to estimate 
what the production would have been if the drought had not occurred. 
This figure is needed to determine percentage recovery, as a step in arriv- 
ing at percentage damage. The denominator of the percentage recovery 
fraction could cause considerable trouble in case of widespread loss. 

Crop insurance differs from ordinary insurance in other ways also. For 
example, most crop losses build up progressively; they do not occur sud- 
denly. Loss frequencies are higher than they are for other forms of insur- 
ance which apply to specified perils. In 1952, for example, on the average 
a loss was payable on one of each seven contracts; yet premiums exceeded 
indemnities that year. 

Actuarial costs are higher, because of the necessity for fitting coverages 
and rates to rather small, homogeneous areas. On the other hand, the 
cost of selling and servicing Federal crop insurance amounts to about 
10 per cent of premium income. 


A Fized Price 
The price risk under Federal crop insurance is eliminated by the use 
of yield insurance. Some contracts provide a guaranteed yield in bushels 
or pounds. Premiums and indemnities, calculated in physical units, are 
converted to dollars on the basis of a predetermined price each year. 
Under another type of contract, the coverage is stated in dollars, but any 
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production is valued at the fixed price. So it, also, is in essence a yield 
guarantee. The use of a fixed price makes it possible for agents to sell 
the insurance in terms of either yield units or dollars. It also permits the 
actuaries to make their calculations either way. 


Level of Coverage 


In earlier years, a different coverage and premium rate applied to each 
farm, based on its own yield history or on yield data for key farms. But 
so much detail proved to be impracticable. Now, one coverage and one 
rate apply to an area, which in some instances may be as large as a 
county.? Previously a farmer could get insurance for 75 per cent of his 
average yield; but insurance that high often included some profit. So 
now the insurance is limited to the average investment in the crop for a 
type-of-farming area. Moreover, this maximum coverage applies only if 
the crop is carried through harvest. The coverage is therefore “progressive” 
in that it increases, by stages, as the crop matures—somewhat paralleling 
the increase in investment as additional production costs are incurred. 


Premium Rates 


As stated previously, one premium rate now applies to all farmers 
growing the crop in an area. The premium rates are not proportional to 
the level of coverage. With the coverage set at 10 bushels, for example, 
a deficit-of 2 bushels is more than twice as likely to occur as a deficit of 
4 bushels. So a decrease of, say, a third in the coverage might cause the 
premium rate to be cut im half. And while the higher coverages are 
attractive from the standpoint of increased protection, the lower coverages 
are attractive from the standpoint of reduced premium cost. The lower 
coverages also avoid many administrative problems. As you probably 
already know, the premium rates for all-risk crop insurance are not 
“loaded” for operating expenses, as such expenses are currently borne by 
the Federal Government. The risk, and also the premium rates, vary 
widely by crops and by areas, as well as by the amount of coverage 
established. 

Quality Protection 


Weather may cause losses in quality as well as in quantity. The price 
per unit usually reflects any loss in quality. But physical damage must be 
evident, as a low price does not always mean a quality loss. Some method 
of taking quality loss into consideration is used on most crops. Essentially, 
these methods consist of valuing damaged production at a lower fixed price 
than was used in valuing undamaged production? In that way, the valua- 

1 Does not apply to insurance on tobacco and citrus fruit. 

2 Tobacco is an exception. 

3 As stated previously, the undamaged production is valued at the same 


fixed price that was used to convert the coverage and premium rate, in yield 
units, to dollars. 
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tion placed on total production is reduced, causing the indemnity payment 
to be increased, since .. . 
Indemnity = dollar coverage — valuation of production. 


In the case of some of the insurance on beans, a schedule of fixed prices 
is used for the different grades. It will be noted that losses in quality and 
quantity are not settled separately. A high yield tends to offset losses in 
quality. 

The Insurance Unit 


A farmer cannot obtain all-risk crop insurance on the same basis that 
he obtains his private crop-hail insurance. He cannot elect to insure only 
certain fields. He must insure all he has in the county or none. Settlements 
by fields result in the payment of some losses that would have been avoided 
on an overall basis. And the latter more nearly measures the loss to the 
farmer. Under Federal crop insurance, a farmer’s high production on one 
field offsets his low production on another. This balancing of high against 
low production is more likely to occur in connection with large acreages 
and widely separated tracts than it is in connection with smaller acreages 
and contiguous tracts. 

Other Features 


Time does not permit my going into further detail. I can only list a 
few additional, more important features. 


1. A multiple-crop contract is used in some counties, under which a 
farmer’s coverage on several crops is combined. His indemnity is 
the deficit by which his combined production, valued at the fixed 
prices, falls short of the combined coverage in dollars. Another 
type of multiple-crop contract was offered for the first time in 1954; 
under it losses are settled separately on each crop. 

. A citrus program is in operation in two Florida counties. This in- 
surance is against the specific perils of hurricane, freeze, and hail. 
Claims are payable on a percentage of damage basis, as in crop-hail 
insurance. The insurance applies only to the fruit; it does not 
apply to the tree. (I had hoped to be able to tell you about some 
of the problems of tree insurance on an “all-risk” basis—as deter- 
mined from my first research job in Government—but I shall not 
have time to do so.) 

. To an even greater extent than in windstorm or crop-hail insurance, 
catastrophic hazards are involved. Many widely separated farms are 
affected by the same event. Therefore, adequate reserves and suffi- 
cient spread between years are particularly important. This is 
especially true of the citrus insurance, which covers specified perils 
in a limited area. 

Avoidance of adverse selectivity is an ever-present administrative 
problem. For example, depth of soil moisture can be determined 
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long before planting time. Therefore, closing dates are set well in 
advance of the time for planting the crop. Drought has been the 
most important cause of loss. 

. Loss adjustments and sales are now completely under the control 
of the Federal Crop Insurance Corporation. Loss adjustments were 
taken out of the control of the county committees in 1945; sales, 
in 1954. Wheat accounts for more than half of premium receipts. 

. Policies are continuous. This reduces the cost of reselling the in- 
surance. Failure to pay premiums before a specified date brings 
automatic termination of the contract. Premium notes, coming due 
after harvest, are commonly used in lieu of the advance payment 
of premiums. 

. At first, each farmer had an individual coverage and rate. Rates 
and then coverages were made area-wide. Now experience-rating is 
used to bring about differentials in premium cost among farmers. 
Under one plan, « farmer who has had seven consecutive years 
without a loss gets a 25-per cent reduction in premium. Un- 
der another plan, when a farmer’s premiums for crops consecu- 
tively insured exceed the indemnities paid to him by an amount 
as large as the full coverage on his current crop, he receives a 
reduction of 25 per cent on his premium. A farmer may benefit 
from one, but not both, of these plans. 

. Contrary to general opinion, some of the major problems of Fed- 
eral crop insurance have not been of an actuarial nature. The 
quality of administration at the local level often has more to do 
with the loss experience than have the rates. Raising the rates is 
not a cure for deficiencies in administration. You drive out your 
better risks and still get selectivity at the higher rate level. It is 
better to change the plan of insurance and to cure administrative 
defects so as to keep the rates at a Jevel that will attract the better 
risks. 

Research at the Local Level 


In my remaining time, I should like to discuss a type of research on 
crop insurance that might be done by graduate students. If funds are 
available and interested personnel can be found, I should like to see some 
intensive work done on crop insurance at the county level. Much could 
be done with a case study of an individual county. There, it is an insur- 
ance project on a small scale. Many of the problems originate there and 
they could be studied at their source from basic information. Practically 
all previous studies have taken the national viewpoint. Because of the 
time and page requirements for the authors to orient themselves and the 
reader on the program, such studies have not been especially fruitful. 
Many generalities are “rehashed” over and over again in descriptive rather 
than analytical reports. 

A graduate student might well go into a county and make a complete 
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study of crop insurance at that level. One part of this study should be 
to visit farmers and see what they think of the program. How can the 
insurance be better adapted to their needs? We call those who have taken 
insurance and dropped it the “inners-and-outers.” Why is insurance more 
attractive to them at one time than at another? What elements of selec- 
tivity exist? These and many other points would be of interest to insurers. 
By induction, conclusions could be applied nationally. This approach 
would be fresh and different, and I believe it would provide a worthwhile 
contribution in the field. 








Fire Insurance Written Under Perpetual Contracts 


Wituiam M. Howarp 
University of Florida 


The purpose of this paper is to report some aspects of research in 
which I am currently engaged concerning fire insurance written under 
“perpetual” contracts and the companies that write this type of insurance. 
In a letter written about three months ago, the Chairman of this meeting 
asked me to discuss the objectives of the study, the methods employed, 
problems encountered at various stages of researc, conclusions reached, 
and the significance of the project. Before proceeding with the topic sug- 
gested by the Chairman it may be well to review briefly the principal 
characteristics of fire insurance written under perpetual contracts. 

Pervetual fire insurance is generally written under continuous contracts, 
the consideration for which is single premium. The coverage is not literally 
“perpetual” since both the insured and the insurer have the right to cancel. 
Also, some of the companies that write this general type of insurance issue 
contracts that are renewable at intervals, such as seven years. The single 
premium is relatively large. For example, one of the companies that writes 
perpetual coverage requires a premium deposit of two per cent of the 
amount of insurance. The premiums collected, together with other assets, 
are invested. The investment return is then used to pay claims and operat- 
ing expenses, to increase surplus, and to pay dividends to policyholders. 
When the insurance is terminated, the premium deposit is returned to the 
insured. 

There is some variation in the practices of the various companies, but 
most make some charge against the mremium deposit if the insurance is 
terminated by the insured within a relatively short time. For example, one 
company returns 90% of the premium deposit if the insurance is terminated 
within five years, 95% if the insurance is terminated within from five to 
nine years, and 100% of the premium deposit if the insurance is terminated 
after ten years. 

At the present time there are seven companies that write perpetual fire 
insurance. They are: 


The Philadelphia Contributionship for Insuring Houses Against Loss 
by Fire, Philadelphia, Pennsylvania. 

The Mutual Insurance Company for Insuring Houses Against Loss 
by Fire, Philadelphia, Pennsylvania. 

The Bucks County Contributionship for Insuring Houses Against 
Loss by Fire, Morristown, Pennsylvania. 

The Baltimore Equitable Society For Insuring Houses from Loss by 
Fire, Baltimore, Maryland. 
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The Mutual Insurance Society of Virginia, Richmond, Virginia. 
The Cincinnati Equitable Insurance Company, Cincinnati, Ohio. 
The Insurance Company of North America, Philadelphia, Penn- 


sylvania. 


The Insurance Company of North America is one of the leading insur- 
ance companies in the United States at the present time. It continues to 
write perpetual fire insurance contracts and to maintain them in force 
primarily as a service to families that have had this type of coverage in 
force for many years, and because of company tradition. Perpetual fire 
insurance is no more than an incidental part of the operations of the In- 
surance Company of North America. 

Perpetual fire insurance is the prineipal business of the other six 
companies. All are old mutual companies and all are relatively small in 
terms of total assets and volume of insurance in force. It appears that 
they continue to operate on essentially the same basis as they have for 
many years, rather than modernize their operations and expand, for reasons 
of tradition. All appear to be financially strong companies. Probably the 
directors of these companies are well aware of their historical significance 
and prefer to continue what now seem to be antiquated methods of opera- 
tion, as a vestige of the past that persists to remind us of the character 
of our forebears. 

This does not mean that the companies that write perpetual fire insur- 
ance contracts do not operate in the interest of their policyholders. Indeed, 
it may be argued that ownership of their policies carries very definite 
economic advantages, in some respects superior to the best coverage ob- 
tainable from other types of companies. Besides providing adequate insur- 
ance protection, policyholders in the mutual companies that write perpetual 
fire insurance share in dividends. These dividends have been, in many 
instances, liberal enough to amount to a very good return on the premium 
deposit. For example, one of the companies pays an annual dividend to 
policyholders of five per cent of the premium deposit on policies that have 
been in force for five to nine years, and an annual dividend of ten per cent 
of the premium deposit on policies that have been in force for ten years 
or longer. These liberal dividend payments are possible because large sur- 
pluses, accumulated over many years of conservative management, provide 
funds for investment in addition to the premium deposits. While the 
return on net assets may be three to four per cent, the net return, as a 
percentage of premium deposits, may be considerably in excess of that 
figure. 

Since the investment portfolios of these companies have been ably 
managed for many years, and since the insured may withdraw all, or 
almost all, of his premium deposit at any time, the premium deposit is in 
effect an investment, offering an attractive yield, security of principal, and 
a high degree of liquidity. I do not doubt that many people would be 
glad to obtain perpetual fire insurance primarily as an investment, if they 
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were aware of its existence. It is interesting to note that a shortcoming 
of the premium deposit as an investment is that it is available only in 
limited amounts. One company, for example, will write no more than 
$25,000 on any one risk. Thus, one would have difficulty making a deposit 
greater than $500. 

Objectives of the Study 


The Philadelphia Contributionship for the Insurance of Houses Against 
Loss by Fire is the oldest insurance company in the United States. I sup- 
pose the name of the Company and some general remarks concerning its 
historical importance can be found in every textbook on the principles of 
insurance. Its age and historical importance are enough in themselves to 
make the Company interesting. When an opportunity arose for me to see 
a number of interesting things in the city of Philadelphia, it seemed natural 
to visit the Philadelphia Contributionship. Thus, the original objective of 
the study was simply to learn a little more about a firm that is of con- 
siderable significance in the history of insurance in the United States. 

When I visited the offices of the Philadelphia Contributionship several 
months ago I was shown around the building and given a number of 
pamphlets describing the history and operations of the Company. Officers 
of the Company were very generous with their time and told me a number 
of interesting things about the organization. During the conversation with 
Mr. Walter L. Smith, Jr., Secretary and Treasurer of the Philadelphia 
Contributionship, I found myself as interested in the unique operations of 
the Company, as in its history. I decided to find out more about them. 

At this point I would like to digress for a moment to say a few words 
about the nature of research in insurance that is carried on by graduate 
students and professors in colleges and universities. My object in doing 
this is not so much to inform as to enquire. I hope that those of you who 
have given some thought to this matter will tell us what your ideas are and 
perhaps correct some of my misconceptions. 

All research is directed to the satisfaction of curiosity, just as my work 
on perpetual fire insurance was intended to satisfy my curiosity. But 
curiosity, probably, is not in itself a suitable criterion for appropriate 
subjects of research. It seems to me that an appropriate subject for 
research must also be one that offers some reasonable hope that the research 
can be brought to a conclusion; that is, that something significant will be 
learned. Appropriateness would also seem to require that the researcher 
in question should be able to do the research about as efficiently as anyone 
else who would be interested in the subject and who has an objective view 
of it. Furthermore, if the results of research are to be shared, they must 
be capable of being summarized and communicated. 

It seems that about the only type of research in insurance that meets 
these requirements, so far as graduate students and professors are con- 
cerned, is the description and analysis of various aspects of insurance 
uperations. (This may be a limitation of research in the whole field of 
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business administration.) Most of the Ph.D. theses in insurance with which 
I am familiar are primarily descriptions of insurance operations. There 
are some that may be described as primarily theoretical, but off-hand I 
can think of only two. The reason that descriptive research is suitable for 
those of us associated with colleges and universities is that it can be suc- 
cessfully completed. There are 2 number of other types of projects that 
might be fruitful, but most of them can be done more easily and efficiently 
by the insurance industry itself. For example, research on mortality and 
morbidity trends can best be undertaken by life insurance companies that 
have this information in a form suitable for machine processing. 

Other disciplines frequently involve other types of research. For ex- 
ample, research in the natural sciences frequently involves the formulation 
of an hypothesis and the testing of the hypothesis under laboratory condi- 
tions. The statistical information that has become available in the past 
twenty-five years or so in the field of economics makes possible the testing 
of hypotheses to an increasing extent in this field also. 

Perhaps another factor affecting the type of research in insurance that 
graduate students and professors in insurance find practical is the rela- 
tively small amount of descriptive information that is available concerning 
the insurance industries, around which theories might be built. In this 
respect, it is interesting to observe that there are a number of books 
describing the American economy that have chapters on the steel industry, 
the railroad industry, the construction industry, and even such relatively 
minor industries as the leather industry. But none of these books that 
I have seen appears to have a chapter on the insurance industries. 


Methods Employed 


Since the object of the research into the nature of perpetual fire insur- 
ance contracts and the companies that write them is essentially descriptive, 
the first step was simply to get together the available information on the 
subject. There appeared to be three principal sources of this information: 


(1) interviews with persons associated with companies that write per- 
petual fire insurance contracts, 

(2) pamphlets and books published by these companies, and 

(3) information about the companies and their contracts that is pub- 
lished in widely circulated insurance reference works such as Best’s 
Fire and Casualty Insurance Reports. 


The Philadelphia Contributionship for the Insurance of Houses Against 
Loss by Fire, the Mutual Insurance Company for the Insurance of Houses 
Against Loss by Fire, and the Insurance Company of North America are 
located in the city of Philadelphia and for that reason could be visited 
conveniently. I had the pleasure of talking at some length with Mr. 
Walter L. Smith, Secretary and Treasurer of Philadelphia Contribution- 
ship. Mr. Frank E. Seymour, Assistant Secretary and Assistant Treasurer 
of the Mutual Insurance Company, was also kind enough to give me a 
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good deal of his time and answers to many of my questions. A number 
of executives of the Insurance Company of North America were equally 
generous with their time and with information on their operations in per- 
petual fire insurance. 

In response to letters, the four companies that write perpetual fire 
insurance and which I did not visit personally, sent to me literature de- 
scribing their operations. Four of the seven companies that write perpetual 
‘ fire insurance have published company histories in book form and made 
copies available to me. The history of the Insurance Company of North 
America treats perpetual fire insurance in only an incidental way. Those 
of the other companies are concerned to a greater extent with the nature 
of perpetual fire insurance since that is virtually the only type of business 
in which they are engaged. 

Officers of the two companies wrote rather lengthy letters explaining 
certain aspects of their operations and offering to answer any additional 
questions I might ask. 

The information available in Best’s Fire and Casualty Insurance Reports 
adds little to that supplied by the companies themselves. This type of 
information may provide a good starting point for one interested in per- 
petual fire insurance. Certain financial information and descriptive material 
are available in the Reports. 


Problems Encountered at Various Stages of Research 


While I have not yet written up the results of my investigations into 


perpetual fire insurance, and may find some as-yet-undiscovered difficulties 
when I do, it appears at the present time that there are no real difficulties 
(other than those with which professors are generally plagued, such as 
lack of sufficient secretarial help and inertia.) All of the insurance com- 
panies concerned have been very cooperative and willing to supply the 
information requested. 


Conclusions 
While I cannot say that I have thoroughly digested all of the informa- 
tion at hand, it appears that the following conclusions regarding perpetual 
fire insurance are justified: 


1. Fire insurance written under perpetual contracts does not represent 
a significant part of the total volume of fire insurance in force in the United 
States, and it does not appear that the total volume of perpetual fire insur- 
ance will become significant in the future. 

2. From the point of view of the purchaser, perpetual fire insurance 
contracts can be an attractive investment as well as a means of providing 
fire insurance protection. It is likely that this investment characteristic 
provides a principal appeal to some purchasers of perpetual fire insurance. 


Significance 


In view of the relative insignificance of the volume of perpetual fire 
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insurance written, it appears that the principal significance of such con- 
tracts, and the companies that write them, is that an interesting concept 
of fire insurance protection is kept alive and brought to the attention of 
students of insurance from time to time. The significance of the research 
undertaken on this project may be to bring these ideas again to the atten- 
tion of a number of people who are interested in insurance. Since ideas 
are tools with which scholars work, it may be that other students of insur- 
ance who are working on types of coverage of greater importance in terms 
of volume, will find their perspectives enlarged and will find an opportunity 
to reconsider some of their preconceptions as a result of having read the 
paper that (it is hoped) will result from this particular project. 





Research Dealing with the Financial Consequences 
of Automobile Accidents 


JouHN F. ADAMS 
Director, Bureau of Economic and Business Research, and 
Professor of Economics 
Temple University School of Business and Public Administration 


This session of the Association has an extremely long program, but one 
which is most interesting to me. However, I must say that if each of us 
was to take the amount of time necessary to describe in some detail the 
research in progress and to summarize the findings, this would undoubt- 
edly be one of the most interesting, but perhaps the longest session on 
record for any Association. The relatively short time provided each 
speaker creates another limit: it is impractical to describe research results 
unless the limits and limitations of the work can also be presented. I shall 
therefore restrict my remarks to a very brief discussion of a research 
problem witui which we have been working, devoting only a small portion 
of my time to the results of the work. 


The Research Problem 


During the past two years the Temple University Bureau of Economic 
and Business Research has been engaged in a special study of personal 
injuries resulting from automobile accidents, designed to determine the 
economic and financial consequences of such mishaps to the victims. 

There is no question but that this subject is one of vast importance 
to all of us in the field of insurance. It is also of enormous importance to 
the average citizen. The accident statistics of 1954 are sufficient to make 
this point. In that year, automobile accidents accounted for 35.5 thousand 
deaths and nearly 2 million personal injuries. Moreover, in the little over 
a half century that the automobile has been a part of the American scene, 
the toll of its use has been more than one million lives. 

Such destruction has not escaped notice. Much time and effort have 
been devoted to studying automobile accidents in an effort to determine 
causes and to alleviate them. Steps have been taken to overcome known 
causes, but the accident statistics suggest that they have not been entirely 
successful. Nor does it appear that they ever will be. Thus, it is apparent 
that while we recognize many of the causes we have not been able or willing 
to take the necessary steps to overcome them. 

If we recognize this fact, we must then consider the problems resulting 
from accidents—the physical damage and the financial burdens which are 
imposed and the techniques which have been developed to deal with them. 
The balance of this paper will treat with that phase of this subject, 
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Financial Responsibility 

Historically, in the United States, the courts have adhered to the prin- 
ciple that responsibility follows negligence. Strictly applied in the motor 
vehicle field, this would mean that financial responsibility could only be 
assessed where negligence could be established. However, various legal 
doctrines which have been developed in the statutes of different states, 
modify this principle—and even where such statutory modification has not 
taken place, it seems apparent from settlement experience that it has been 
tempered somewhat. A study of the literature on the subject and a review 
of settlement experience suggest that, in effect, the principle of compara- 
tive negligence has been tacitly accepted in many cases, even though the 
statutes deny the principle in fact. 


Some Background Observations 


Early in the history of automobile accident litigation, the question was 
raised of the adequacy of negligence law for dealing with these cases. 
Many questioned whether the doctrine of liability was capable of appli- 
cation in the accident situation. Others questioned the equity of a pro- 
cedure which was without effect if the negligent party had no financial 
capacity. : 

Most of the early remedial steps taken dealt with the latter question. 
For example, in 1926 Massachusetts moved to provide for financial re- 
sponsibility by the passage of the first compulsory liability insurance law, 
assuring a minimum of financial capacity where negligence could be estab- 
lished. Other states luter moved in the same direction by passing financial 
responsibility statutes of various types. However, no real progress has 
been made in dealing with the basic question—determination of negligence. 

Some 27 years ago Arthur Ballentine and Dean Young B. Smith of the 
Columbia Law School began a detailed study of the problem. The results 
of their work, which involved investigation of more than 8000 motor vehicle 
accidents, were published in 1932. Among other things that group concluded 
that attention should be given to the development of a compensation plan 
designed to provide for limited recovery, by schedule, for automobile acci- 
dent victims, regardless of fault in a manner analogous to that under 
workmen’s compensation. Since completion of this study there have been 
a number of others, less comprehensive in most cases, which supported this 
same approach. It may be noted, however, that no state has adopted a 
compensation program.! 

Just after the close of World War II the Province of Saskatchewan, 
Canada, adopted a Compensation Statute providing for recovery by all 
accident victims (residents of Saskatchewan), according to a legislative 
schedule, under a program operated by the Province. Since its adoption 
it has been modified and extended to include collision and property damage 


1 In a few cases it is permitted on a voluntary basis under the liability form, as 
for example, in Maryland. 
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coverages of all types. This program, which is compulsory, is the only 
working example of a compensation system in this field. 


Current Proposals 


In the United States, since 1950, a number of studies have been pre- 
pared suggesting remedial action in one or more areas. It is worth noting 
that all have assumed that there is something wrong in the present situa- 
tion, or, at least, that the present situation leaves something to be desired. 

Certainly the most significant proposals, at least in terms of attention, 
have been those calling for the initiation of compulsory automobile liability 
insurance in various states, as for example that proposed for New York 
and more recently that for Pennsylvania. Implicitly these proposals assume 
that negligence exists in most cases, and that assuring financial capacity 
will guarantee recovery when such finding can be made. They also imply 
that the individual must assume his own loss where responsibility cannot 
be determined. In another form the financial responsibility statutes, 
assigned risk plans and unsatisfied judgment plans all seek to accomplish 
the same end, i.e. the assurance of financial capacity, where negligence 
can be established. 

Others have proposed another type of solution, though one which has 
not been as widely promoted. Following the Columbia study these generally 
suggest one of severa! variations on the compensation approach, either 
compulsory, in a few cases, or as an elective voluntary feature under the 
standard liability form. The basis for these suggestions varies with the 
source. Some have held that negligence is difficult to establish in most 
cases, making recovery difficult if the principles are applied strictly. They 
hold, therefore, that direct coverages are needed, designed to provide for 
losses without the necessity for legal proceedings. Others hold not only 
that negligence is difficult to determine but that adequate recoveries cannot 
be obtained without legal action which is both time consuming and an 
added expense. Moreover, these latter often point out that even where 
negligence can be established, the measures of damage for recovery show 
such wide variation as to suggest that no real basis for them could exist 
in fact. Still other proponents of this view have pointed both to the 
high and rising costs of accident insurance (based on liability settlements 
without limit), while others have suggested that the legal expenses and 
delays are serious factors. 


The Temple Pilot Study 


Recognizing the apparent agreement on the need for some action and 
the wide variation in the types of proposals for remedy in the automobile 
accident field, the Temple University Bureau of Economic and Business 
Research determined that some objective study of the problem would be 
desirable as a basis for appraising the relative values of these proposals. 
For that purpose, noting that no integrated study of experience had been 
conducted since 1932, it was proposed that a detailed study of accidents 








138 Journal American Association University Teachers of Insurance 


in one area be conducted to determine exactly what the present situation 
was. The Nationwide Mutual Automobile Insurance Company (formerly 
the Farm Bureau Mutual Automobile Insurance Company of Columbus, 
Ohio), was interested in this proposal and agreed to finance a study in this 
field. 

_ Since the size of the grant limited the scope of the study, it was deter- 
mined to select a small sample of Philadelphia accidents, this smali geo- 
graphic universe being selected to maximize results. The sample, drawn 
from the universe of all accidents for a six-month period of 1953, was 
selected from the police files of the City of Philadelphia. 

Following sample selection, the first step in the study involved as- 
sembling all recorded data available concerning each accident. The second 
important step in the research procedure involved establishing a contact 
with the victims and obtaining interviews from them. The interview was 
expected to produce information concerning the victim’s backgrovnd and 
the details of the accident, including financial results. 


Research Problems 


There were a number of problems which developed in research pro- 
cedure. The first was discovered in utilizing public records as a sample 
base. Although the police records were generally excellent, they were not 
always accessible. Records for accidents in litigation and accidents still 
under investigation, sometimes as long as eighteen .onths after the fact, 
were not available for inspection because they were still pending cases. 
The result was that some difficulty was encountered in obtaining the same 
data for all cases. 

A second and far more difficult problem was encountered in securing 
data from the individual victims. Among the accident victims in Phila- 
delphia, for example, we experienced a refusal rate substantia!ly higher than 
is normal to ordinary market survey work. Part of this may have been 
due to the length of the questionnaire and the type of specific information 
required. However, part of it was also due to the fact that the individual 
often had suffered a severe emotional shock in connection with the acci- 
dent, and, particularly in fatal cases, refused to be interviewed or to 
discuss the accident. 

Another important consideration was the high ratio of failures to con- 
tact victims. High mobility is apparently characteristic of certain city 
population groups, particularly that segment representing the slum or 
marginal residential areas. This fact is even more significant than this 
statement suggests because of the disproportionate concentration of acci- 
dent victims among people who lived in these as opposed to outlying 
sectors of the city. 

A considerable proportion of these victims had moved and/or had 
simply disappeared within the period between the accident and the date 
of the interview. Because the rate of disappearance was high, effort was 
made to trace some of these victims, but interviews were obtained from 
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only a small percentage of the original disappearances. Thus, insufficient 
data were obtained to make any conclusive generalization on bias in results 
from this cause. 

Once the contact was made and the interview arranged, the obtaining 
of actual information was considerably more difficult than might have been 
expected. Individuals were in many cases unwilling to produce records to 
verify or to establish the details of losses, being more prone to estimate 
them, sometimes quite generously. In other cases it was evident that the 
victim had not considered many items which he could, or should, have in 
constructing his loss estimate. Moreover, the victim’s attitude toward 
the accident was sometimes colored by the settlement which he had ob- 
tained and occasionally by the relationships which were established between 
the parties to the accident. 

It is readily apparent that these difficulties would have limited the 
utility of any conclusions which the study might have suggested, even if 
the original sample selected had been large enough to make generalization 
possible for the universe. However, there is reason to believe that the pat- 
tern of experience developed was indicative of that for the universe in that 
it was supported by a broad sample of company case studies which were 
conducted simultaneously. Even so, it is our feeling that this work must 
be regarded as a pilot study and its greatest contribution as methodological. 
The findings we feel must be treated with real caution because of the large 
margin of error. 


Use of Results 


The detailed findings from this research, including all of the limits to 
the data and limitations in use, were published in the Economics and Busi- 
ness Bulletin of the Temple University Bureau of Economic and Business 
Research and have been generally available since March, 1955. 

Since publication, the findings have also been presented both to insur- 
ance companies and foundations as a basis for requesting funds to pursue 
this work beyond the pilot study stage, i.e., to conduct a similar study 
with a large enough sample to produce conclusive results for a state or 
large geographic entity. After considerable discussion, two foundations 
joined in granting some financial aid to support a second project, this one 
to cover a state universe on a reasonable research basis. Thus, we are now 
initiating work on the second phase of this study. 

The second study will be based upon a statistically adequate sample 
designed on the basis of our pilot study experience and will make use of 
the procedures developed for obtaining and verifying satisfactory informa- 
tion. It must be said that this study will be objective in every respect. 
We propose to analyze the present situation in detail and to project this 
experience into models for alternative systems of accident coverage. We 
have not yet determined the range of alternatives to be tested, though 
certainly both compulsory liability and some form of compensation will be 
among them. Neither do we expect to become advocates of any of the 
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alternatives. Our function, as we see it, is to produce facts which may 
be used in making basic legislative, social, or individual policy decisions. 


Areas of Research 

This paper has avoided presenting the results of the pilot study, other 
than some observations on methodological difficulties, because that docu- 
ment has been available in published form for nearly a year. Moreover, 
the limits, as noted, make it difficult to present generalizations in proper 
perspective in the time allowed. However, it may be helpful in closing 
this paper to highlight some of the general observations, based upon that 
study, which we hope to examine in more detail in our current research. 

First, it seems clear that the victims composing the Philadelphia sample 
of automobile accidents were subject to substantial out-of-pocket expenses, 
only « portion of which were recovered. For the sample studied, net 
losses would have been even larger if indirect and intangible items had 
been valued and considered. 

Second, among the Philadelphia sample, victims’ recoveries were shown 
to involve a number of different types of sources. First, where negligence 
could be established, there was recovery from the responsible party or his 
insurer in many cases. In some cases where it was not possible to establish 
fault, particularly in accidents where there was insurance, some recovery 
was also obtained under the liability coverage. In some cases where either 
no negligence existed or it could be determined that it rested with the 
victim himself, and in a number of cases where no insurance existed, 
regardless of negligence, no recovery was obtained. In these latter cases 
as well as in some of the others, however, there were some recoveries from 
other sources. These included direct insurance coverages, as for example, 
medical payments, Blue Cross, Blue Shield, and individual as well as group 
medical and disability plans. 

Third, with regard to recoveries, the preponderance of all settlements 
made among the Philadelphia sample of victims were paid under insured 
liability. A few recovered from the liable party directly. A fair propor- 
tion of the sample of victims also recovered under their own medical pay- 
ments and/or other direct insurance coverages, sometimes in addition to 
the above. 

Fourth, the data make it apparent that a fairly large proportion— 
nearly 35 per cent of the accident sample studied—were not insured against 
third party negligence. In only 12 per cent of these latter cases was there 
some direct recovery from the responsible party, although fault was as 
clear in many of these cases as in those settled by insurers. In the balance 
of these cases any recovery obtained was related to the victim’s own insur- 
ance. To the extent that this sample was representative of the universe, 
it would appear that a disproportionately large part of the accidents in- 
volved uninsured vehicles, (a State survey recently indicated 86 per cent of 
all drivers were insured), and that the recovery rate in those cases was sub- 
stantially below that in insured accidents. This suggests the need for 





Financial Consequences of Automobile Accidents 141 


some analysis of the application of the Pennsylvania Financial Responsi- 
bility Statute to determine whether-it has accomplished the objective for 
which it was drawn. 

Fifth, it appears, on the basis of sample results, that a clear evidence 
of negligence was present in only a relatively small proportion, perhaps 
22 per cent, of all cases. The facts seem to indicate that some fault existed 
on both sides in a majority of the cases studied. If the principles of neg- 
ligence were strictly applied, thus, in the majority of these cases, there 
would have been no recovery under the liability coverage. As a practical 
matter, one must note that such was not the case in fact. An examination 
of the accident sample studied indicates that recoveries were obtained in 
many cases where there was no liability finding, and even in some cases 
where the victim admitted fault. Certain insurance company records also 
verified this finding. It would seem to follow that companies and indi- 
viduals, if the sample be any guide, have tacitly accepted and have fol- 
lowed a doctrine of comparative negligence, following jury precedents in 
auto cases and making settlements in many instances where liability is 
questionable. 

Sixth, further analysis of these same sampie cases suggested that per- 
sonal circumstances, the legal adviser involved, the type of injury, the 
community status of the victim, and other personal factors frequently 
had something to do with finding grounds for settlement. It was also 
apparent, however, that there was some correlation between the relative 
size of the settlement offered and relative liability. However, even in this 
area there was also some evidence that there were other important vari- 
ables, mainly personal in nature. 

The facts, in other words, suggest that settlements have had much less 
to do with negligence than the legal theory would indicate. They seem to 
suggest that there is a real need for the development of a new approach 
to negligence and liability at law. Similarly there appears to be need for 
a real educational program designed to make the public aware of those 
circumstances and situations in this field which produce given patterns of 
results, that they may help to determine the kind of treatment to which 
they wish to subject themselves. 

Recognizing that these facts are valid only for the sample studied, but 
also recognizing that they may be suggestive for the universe, we believe 
that there is real need for the kind of detailed study of the auto accident 
problem which we are currently undertaking. The purpose of the present 
research is to produce conclusive evidence on these points. Within one year 
we hope to have sufficient detailed data available for one state universe, 
including some tests of costs and performance under alternative methods. 
These should provide a real basis for discussing all of the facets of this 
problem with a view to developing some possible solutions which may 
more effectively satisfy present needs. 











Experiment in Financial Analysis of Property 
Insurers 


Rospert A. HEDGES 
University of Illinois 


Purpose and Scope of the Study 


This study represents the first part of a long term project to develop 
a reasonably complete theory of property! insurance finance—a theory 
usable by any one who has access to the standard published collections 
of insurance figures. The complete project will contain four parts: (1) 
claims and claims expenses; (2) other underwriting expenses; (3) invest- 
ments; (4) profits. The study reported on today deals with the second 
of these: underwriting expenses (other than claims expenses). 

The word “experiment” appears in today’s title because the study was 
primarily designed as a test of a methodological theory. That is to say, 
it was an experiment to see how proposed methods of analysis worked out. 

The proposed methods were statistical, and the general conclusion 
reached was that they worked out rather well. 


Specific Scope and Content of the Study 
The study dealt with two particular features with regard to under- 
writing expenses: 
1. The relationship between these expenses and premiums. 
2. Variations in expense ratios among companies. 


The first question was undertaken primarily with regard to the problem 
of setting rate levels. Present-day rate-making methods assume a strictly 
proportional relationship among claims, premiums, and expenses. Thus, if 
claims increase 10 per cent, rates are increased 10 per cent; this auto- 
matically adds 10 per cent to the money available for expenses and profits. 
This study assumed, on the other hand, that only some expenses change 
in proportion as premiums change, and investigated the extent to which 
this was true. (It is clear, of course, that expenses which do not vary with 
premiums do not vary with rate changes. Expenses which do vary with 
premiums may vary with rate changes. Since there are no figures available 
which would allow direct investigation of the effects of rate changes, the 
approach through premiums was the best available.) 

Variations in expense ratios among companies were treated with two 
ends in view: (1) development of guides useful for evaluating relative 
operating efficiencies of different insurance companies, and (2) development 


1 As distinguished from liability, disability and life insurance. 
(142) 
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of data showing the extent to which any given rate level would or would 
not cover the underwriting expenses of individual companies. 


Data: Sources and Selection 


As the old saying has it, “Choices of data and methods were limited by 
considerations of time and money.” An additional limitation was set by 
the desire that the principles evolved should have usefulness to a maximum 
number of people—specifically, not only to other researchers, and also to 
many buyers of insurance or reinsurance. 

Consequently, the sources used were those generally available: Best’s 
and Spectator’s various yearbooks, and certain compilations of the New 
York Department of Insurance which can be found each year in The 
National Underwriter. 


Several facts conditioned the decisions as to the exact data used. 
1. 


As already mentioned, premiums are the only figures available as a 
guide to the nossible effects of rate changes. Premiums come reported 
as “earned” aad “written,” and both figures were used. 

The change to “Uniform Accounting” in 1949 limited most of the 
analysis to those expense classifications which could be identified as 
being the same both before and under “Uniform Accounting.” Also, 
the figures from the New York Department offered the only satis- 
factory base for much of the work, and they provided only a three- 
way breakdown of expense data. Therefore, most of the study pro- 
ceeded by means of analysis of underwriting expenses into these 
categories: (1) Commissions and Brokerage; (2) Taxes, Licenses 
and Fees; (3) Other Underwriting Expenses. 

Underwriting expenses vary considerably from line to line of insur- 
ance. And, of course, rate levels are determined on a line-by-line 
basis. Therefore, the study was based on experience in an indi- 
vidual line. In view of the data available and of the volume of 
business done, fire insurance was the line chosen for experimentation. 
Companies which have widely different methods of operation have 
widely different experience with regard to underwriting expenses, 
particularly acquisition expenses. This cause of variation would 
only upset the methods used in this study. Therefore, a large but 
relatively homogeneous grouyy was desired. In fire insurance, this 
clearly meant stock companies (with reinsurance specialists omitted). 
Use of the New York State Departments figures set two other 
limitations: the published figures started with 1944, and, of course, 
only companies reporting to New York were included. 

Study of inter-company variations in expense ratios was based on a 
selected list of 67 companies. The list came from the New York 
reports, and it was selected by the following criteria: 


a. Although reinsurance transactions have important effects on ex- 
pense ratios, New York reported only net premiums. Reinsur- 
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ance figures were available from Best’s and Spectator. The net 
premium figures from these yearbooks sometimes varied con- 
siderably from the New York figures. Whenever this variation 
was more than one per cent, the company was omitted. 

To avoid giving too much weight to the effects of any one 
management, only one company was used from any one fleet. 
Fleet operations being more representative of large than of small 
company behavior, the largest company which met all other 
criteria was chosen from each fleet. 

Any company involved in a merger during the period was 
omitted. 

Any company showing a negative expense ratio during the period 
was omitted. 


Application of all these criteria left 67 companies. While a large num- 
ber of the very smallest companies were cut out, a sufficient number of 
small ones were left to provide useful comparisons. 


Methods and Results: I 


The question of relationships between expenses and premiums was 
attacked in two ways: by deductive logic, and by statistical analysis. 


1. Each “Uniform Accounting” expense classification was categorized 
as to whether it logically would be expected to vary directly with 
premiums. This produced the following: 


Approximate Usual 
Percentage of 
Written Premiums 





Nature of Variability 1949-1951 
Definitely varying with premiums 26.0% 
Possibly-to-probably varying with premiums 2.4 
Possibly-to-probably fixed 9.2 
“Special” cases 2 2.4 

40.0% 


no 


Regression equations were worked ovt based on the following aggre- 


gate figures for 1944-1952: 


As dependent variables: 
Commissions and Brokerage 
Taxes, License and Fees 
Other Underwriting Expenses 
All the Above 


* Mostly varying with premiums, but subject to a lag or to additional inde- 
pendent variables. 
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As independent variables: 
Written Premiums 
Earned Premiums 
Straight-line Trend ® 


Each dependent variable was checked against each possible combination 
of any one or more independent variables. The critical point of this part 
of the study was the usefulness of the regression equations. Happily, they 
checked beautifully, both with the results obtained from the “logical” 
method and with opinions of certain authoritative sources. (The most 
important, but not the only, conclusion checked in this way was that 
directly variable expenses amounted to 28 to 30 per cent of written pre- 
miums.) Therefore, it was concluded that this statistical method can 
provide a useful analysis. Statistical analysis has the advantages (1) of 
being largely (although not entirely) independent of individual judgment 
or opinion, (2) of adding some of the tools of mathematical logic to our 
analytical work-kit, and (3) of providing a ready basis for projections into 
the near future. 

In this experimental study, for example, the regression equations pro- 
vided information such as the following: 


(1) Those underwriting expenses not directly related to written pre- 
miums have been growing more rapidly than have underwriting 
expenses as a whole. 

(2) Underwriting expenses other than commissions and taxes are more 
closely related to earned premiums than to written. 


Methods and Results: II 

The study of company-to-company variations among expense ratios 
was undertaken, as explained, by analysis of the experiences (1949-1951) 
of 67 selected companies. In view of conclusions reached earlier, written 
premiums were considered as the base for measuring ratios of commissions 
and of taxes, while written and earned premiums were both considered 
when measuring ratios of “other” expenses. The effects of relative volume 
of net reinsurance written were considered throughout this part of the 
study. 

The companies were divided into three groups according to average 
premiums written during the period: There were 22 “small” companies, 22 
“medium-sized,” and 23 “large” companies. Relative volumes of reinsur- 
ance were measured as ratios of net reinsurance written to total net pre- 
miums written, and, in most cases, a three-way division was used for them 
also. These three-way divisions gave the study a bit of a “classical” look. 
The middle group in each case served as a kind of “norm” or “control” 
against which the extreme cases could be and were checked. 

Since 201 observations (67 companies times three years) were involved 


3 Two other independent variables were tried and discarded as unproduc- 
tive: (1) a wage index relevant to insurance; (2) modified straight-line trends. 
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in every item studied, some general measures, or parameters, of their dis- 
tribution were necessary. The parameters principally relied upon were 
the quartiles (including the median and, usually, the extremes). From these 
parameters, the following type of conclusion about the rate level was 
available: If, during the period studied, the rate level provided a 5 per 
cent margin for profits and contingencies, based on the aggregate experi- 
ence of all companies reporting in New York, then only %4 of the 67 com- 
panies studied would have cleared as much as a 5 per cent margin—but 
among the 23 “large” companies, over 4% would have cleared more than 
5 per cent, while among the 22 “small” companies, over 4% would have 
operated at an underwriting loss (and not just a “statutory” loss, either). 

This part of the study also produced a set of “normal variations in 
expense ratios” based on certain identifiable variations in company char- 
acteristics. Unfortunately, these were too complex for explanation here. 
Further study may lead to some simplification of them. 


General Conclusion 


The experiment indicated that statistical methods such as were used 
definitely do offer possibilities for property insurance financial analysis. 
Of course, only more work and time will show just how extensive or how 
limited these possibilities may be. The processes wil! be applied to more 
data, and projections will be checked against subsequent experience. And, 
of course, the rest of the over-all project will be completed. “Life is short, 
research is long.” Fortunately, both can be enjoyable. 

















Insurance Consumption Patterns 


Wiuuiam H. WaNDEL 
Director of Research 
Nationwide Insurance Companies 


The insurance business is interested in human needs and how they may 
be satisfied. But there is little known about the total insurance holdings 
of families, nor the relationship of those holdings to their resources, income 
or way of life—about how much and what kinds of insurance protection 
different kinds of people have, and why. Feeling the need for this in- 
formation, we undertook, in 1953, a pilot study of a sample of our policy- 
holders in the city of Coitumbus, Ohio. This study undertook to determine 
the total current insurance coverage of policyholders and their dependents, 
including life, pension, annuity, auto, fire, theft, medical care and accident; 
the attitudes of policyholders towards various aspects of insurance, both 
public and private; and the expectations of insureds in terms of insur- 
ance purchases in the future. In one respect, particularly, the study went 
beyond behaviors in the purchase of insurance to discover more directly 
the need for protection as evidenced by actual utilization of medical and 
hospital services, together with the extent to which costs of that utiliza- 
tion are being met by insurance. 

The Columbus study proved quite provocative. In order to check its 
findings with a policyholder group in another urban area, we made, in the 
following year, a duplicate study in the city of New Haven. At the same 
time, again for comparative purposes, we financed a study of a sample of 
the rural population of Vermont. To round out the current series we fol- 
lowed this with a study of the rural population of Ohio. These studies are 
now reported together under the title of Insurance Consumption Patterns. 


Methodology 


It has often been shown that consumer ownership of, and preferences 
for, various commodities are influenced by measurable socio-economic and 
personal factors. Therefore, besides ascertaining factual data on general 
coverages, an attempt was made to determine the degree of relationship 
between selected economic, social, and personal variables and the observed 
consumer attitudes toward, and preferences ter, various types of insurance 
contracts. In order to focus on these presumed relationships, we under- 
took te test certain hypotheses regarding the effect on an individual’s in- 
surance portfolio, of his belonging to a certain socio-economic group, as 
defined by income, occupation, education, zone of residence, and home 
ownership; and regarding the effect on insurance portfolios of levels of 
aspirations, age, and marital status. 


(147) 
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To facilitate the gathering of the data, a schedule was devised, revised 
extensively, and pretested. In its final form the 25-page schedule was 
divided into sections corresponding to the various types of insurance con- 
tracts available, with additional sections devoted to attitudes, background 
data, and a medical care history. With the exception of the data on the 
Ohio rural population, all information was secured through personal inter- 
views. 

The Columbus study started out with the random sample of a little over 
1000 automobile policyholders in the metropolitan area. The representa- 
tiveness of this sample was checked by a comparison with the distribution 
of car registrations in the Columbus metropolitan area. Then both the 
sample and car registrants were classified by census tracts and these tracts 
were ranked according to the economic and social standing of their residents 
as indicated by occupation of the residents, their average income, the value 
of their homes or rental paid, the extent of mobility, the percent of non- 
white persons, the median amount of formal education, the number of 
persons per room, and the number of households without running water. 

Once having established the representativeness of the 1004 policy- 
holders, a random sample of 250 was taken of this group. To each of 
these a letter was sent requesting cooperation in the survey and indicating 
the need to have all insurance policies available for inspection at the time 
of the projected interview. A postal card was enclosed with the letter so 
that the willing subjects could set a time and place for the interview. 
Follow-ups were made by phone. The letter and calls netted a total of 
102 respondents. 

Each of these persons was interviewed. The interviews averaged about 
an hour and a half each and ranged from fifty minutes in one case to well 
over three hours in several others. 

Following the interview all data were coded and scored and transferred 
to IBM ecards for sorting, cross-tabulations, and analysis. 

Essentially the same procedure was followed in New Haven, although 
in that case the sample was somewhat larger than in Columbus. The Ver- 
mont and Ohio rural studies differed significantly, however. In Vermont 
the schedule used in the urban studies was used with certain modifications 
but the sample was drawn from all eligible farmers in tlie-State, divided 
into five categories based on a composite index of the number of animal 
units in the farming operation. A random sample was selected within each 
of the five strata. A total of 220 interviews were completed, covering every 
county in the State. 

It became apparent in the course of the Vermont investigation that the 
procedure would have to be modified considerabiy if more diverse types 
of farming in the much larger and more heterogeneous State of Ohio were 
to be studied on an equally intensive scale. As a result, the interview 
schedule became an insurance profile questionnaire containing just four 
pages of questions. These questionnaires were sent to the Advisory Council 
leaders of the Ohio Farm Bureau Federation. Some 1500 were sent into 
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every county and to every type of farm operator; approximately 30 per 
cent, or 455, were returned in usable form. 

All of these studies were either conducted, or participated in, by agen- 
cies outside of our Companies. The Columbus study was sponsored by us 
through the Ohio State University Research Foundation. Dr. Simon Dinitz 
of the Sociology Department of Ohio State carried out that study and, on 
our behalf, exercised the responsibility for the other studies as well. The 
New Haven data are the product of the efforts and direction given by 
Dr. Theodore Anderson of the Department of Sociology at Yale University 
and his staff of graduate assistants. The material on the Vermont popula- 
tion was gathered by Professor Robert O. Sinclair of the Rural Economics 
Department at the University of Vermont 2nd his staff of assistants. The 
Ohio rural study was made possible because of the cooperation of Mr. Carl 
Hutchinson of the Ohio Farm Bureau Federation. 

Findings 

It would be unduly burdensome and even tedious for me to undertake 
to summarize the mass of detailed data which can be found in these; siudies. 
I would like simply to give some general conclusions which we have drawn 
and then to give you a brief sampling of some of the findings. 

The most general and valuable conclusion to be derived from this 
research is that socio-economic and social ‘ass factors are very significantly 
related to insurance consumption patterns. The factors of education, occu- 
pation, income, zone of residence and, in rural areas, size of farming opera- 
tions and family size, as well as education, appeared to be the most im- 
portant determinates of insurance consumption behavior. Socio-economic 
and social class differences, as reflected by educational, occupational income 
and aspiration measures, are important for an understanding of the 
dynamics of insurance behavior in that they largely determine one’s “style 
of life” and, therefore, one’s conception of his insurance needs, attitudes 
and expenditures. The “style of life” concept is of further importance in 
determining the amount, types, means of payment, frequency of payment 
and reasons for obtaining various coverages for oneself and one’s family. 

A general principle might be that the greater the variety of types and 
limits of insurance offerings available to the public, the more pronounced 
will be the role played by socio-economic and “style of life” factors in 
determining the actual purchases of insurance protection. Conversely, com- 
pulsory and traditional restrictions, as in fire and automobile coverages, 
tend to minimize the importance of socio-economic variables in insurance 
purchases. 

These socio-economic differences cut across regional and rural-urban 
line. It was found that there were far greater differences in insurance 
protection within the same groups than between them. The rural upper 
class family in Vermont more closely approximated the urban upper class 
family in Columbus than the middle or lower class family in Vermont or 
Ohio, except, of course, in the strictly farm coverages such as crop insur- 
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ance. This is not to deny that the general level of coverage was greater 
in the urban than in the rural areas. However, had rural and urban 
respondents been of comparable socio-economic status, it is doubtful that 
any but purely chance variations could have been found. The same may 
be said with respect to regional differences. 

To be more specific about these generalizations, a careful analysis was 
undertaken of the relationship between the various measures of socio- 
economic status and the amount of life insurance coverage in the two urban 
areas. In both of the urban areas, the same socio-economic variables were 
related, to approximately the same extent, to the amount of insurance 
carried. In both instances, as age increased beyond 30, the amount of 
insurance owned decreased. The presence of GI insurance had no appre- 
ciable effect on this relationship. The trend was even more pronounced for 
education and occupation. The greater the education, and the higher the 
prestige level of occupation, the greater the amount of protection owned. 
To a far lesser degree, the same relationship held for income. As a matter 
of fact, this analysis revealed that were little else to be known about these 
families except the educational attainments of the head of the household, 
one might have predicted with some precision the approximate amount of 
their coverages. At the same economic level, there is a rather direct upward 
progression in insurance holdings as one moves from the grade school to 
the high school to the college and post-graduate levels. 

Somewhat surprisingly, income as a “pure” factor was found to have 
little predictive significance and only a rather unimportant relationship to 
amount of insurance held. At least one reason for this is quite clear. The 
real income of the white collar worker has risen so much slower than that 
of the blue collar worker since 1939 that one’s status position is no longer 
dependent upon income as it once was. 

The analysis of the life insurance portfolios of the 200 Vermont and 
455 rural Ohio families gave no reason for modifying the theory of insur- 
ance consumption behavior developed from the urban studies. 

The application of this interpretation of insurance buying behavior, as 
already indicated, is less significant for other forms of insurance and ap- 
pears useful only in predicting such things as the variation in bodily injury 
liability limits and the propensity to carry fire insurance on household 
goods. 

Aside from its usefulness in suggesting an interpretation of insurance 
buying behavior, the studies gave interesting data on such things as the 
differences in the percentage of breadwinners with life insurauce—from 
75% in the Vermont group to 94% in the urban groups, in the amounts 
of insurance held by breadwinners, wives, children and other dependents, in 
the distribution of life insurance holdings within families, and in the dis- 
tribution by type of insurance and by frequency of premium payments. 
By the nature of the urhan samples, all respondents had auto liability 
insurance but the proportions having other auto coverages differed con- 
siderably, e.g., while 80% in Columbus had some collision coverage, only 
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56% in New Haven were so protected. The percentage of car owners with 
collision insurance was higher in both rural areas than in New Haven but 
the percentage with fire, theft or comprehensive auto coverage was lower 
in both rural areas than in either urban area. A very high proportion of 
all homeowners had fire insurance, and the ratio of insurance to estimated 
value of the property was found to be 70-71% in the urban areas and 63% 
in Vermont. However, in Vermont for instance, the ratio of instrance to 
value varied inversely with the value of the property, from 58% to 69%. 

The data on medical care and medical care insurance cover the extent 
and cost of medical care received by the respondents, the extent to which 
insurance is carried against medical care costs, and the relationship of 
insurance benefits to both insured medical care costs and total medical 
care costs. They indicate for instance, mean annual family costs of medical 
care of $235 in New Haven, $215 in Columbus and $136 in Vermont. The 
urban figures are close to the figures developed by the NORC-HIF study 
but the Vermont figure is substantially lower. In Columbus and New 
Haven, 83-84% of the families had some type of hospital and/or surgical 
coverage; these percentages were substantially lower in the rural area. 
For insureds, themselves, insurance covered 68-70% of hospitalization bills 
and 68-72% of surgical bills but of course when the costs of all respondents, 
insured and uninsured, are considered the proportion is substantially lower 
and when all medical care costs are considered, the proportion met by 
insurance varied from 12% in Vermont to 28.5% in Columbus. 

Questions regarding attitudes indicated that there is overwhelming 
approval of the Federal OASI program but that most people do not feel 
that the government should go further into the insurance business. High 
proportions also favor compulsory auto liability insurance and some form 
of auto merit or demerit rating. Attitudes were also indicated on such 
diverse matters as the value of insurance agents as counsellors, methods 
for paying premiums, and the practice of doctors_and hospitals in charging 
for services covered by insurance. 

These are only examples of the type of data revealed by these studies. 

The implications of these studies for understanding the insurance market 
are manifold. Much may be gained by a clearer understanding of dis- 
tinguishing characteristics of various segments within the total population 
and the possibilities suggested thereby for adjusting insurance products and 
services in the light of those recognized characteristics. The studies also 
serve to reveal, or at least to bring renewed emphasis to, areas of unmet 
insurance needs. They also indicate the possibities, suggested by existing 
patterns of coverage, for packaging or grouping coverages more efficiently. 
Public attitudes, revealed either directly or by implication, can do much 
to guide the industry to ways and means of satisfying the demand of the 
public for more adequate protection. Of course, each reader of these 
reports will see something different in them. But we hope that for all they 
will have demonstrated the possibilities and usefulness of their approach to 
an understanding of human needs. 














Research on Property Agency Continuation 


JoHN DovucGias Lone 
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As I look back on the techniques used in the research project which 
I am to discuss, I can understand how a venerable professor felt when he 
was confronted by an observant student after a certain class. The student 
pointed out that the professor’s coverage of the subject that day was at 
substantial variance with the coverage of the same subject by the same 
professor a few weeks earlier.’ The student requested an explanation. The 
professor responded, “Young man, don’t you think I have learned anything 
this semester.” Perhaps my féeling about this project, however, is nothing 
more than a reflection of the superiority of hindsight over foresight. 

In order for us fully to appreciate the problem which this research 
involved, we must recognize local property insurance agents as business 
owners. Suppose you and I were in this room today as property insurance 
agents, each with a proprietary interest in his business. Everyone of us 
would know that some day, sooner or later, his agency would either pass to 
someone else or would die. He might wonder, sitting in this room, which 
would be the case. If he had made no preparation for this inevitability, 
the natural course of events might produce an account like this: 


Despite the fact that death is inevitable for every agent and despite 
the fact that no business which continues long enough escapes the crisis 
imposed by the death of the owner and/or a manager, the death of 
John Doe, owner and manager of the Doe Agency, came as a painful 
surprise and shock to the family, to officials of the represented com- 
panies, and to the three employees. No plans for the inevitable had 
been made by Mr. Doe, by his family, by the employees, or by com- 
pany officials. Mr. Doe had not even made a will! Doubtless, he had 
every admirable intention of providing for his family during his life- 
time and after his death. Doubtiess, he saw the wisdom of planning 
for the preservation of the value of his business. Still, he had not taken 
the necessary action. His business had not been built to outlast him, 
He had not looked sufficiently far ahead. In the year preceding his 
death, the agency had produced $100,000 in net premiums. With 
retainable commissions in this particular case of about $22,000, Mr. 
Doe enjoyed an income before taxes, but after employee salaries and 
other agency expenses, of about $9,000, Mr. Doe had recently told a 
friend that the agency was worth at least $30,000. 

Shortly after Mr. Doe’s death, unfavorable developments shook 
the agency “to the roots” and caused it literally to fall apart. Mrs. 
Doe, as personal representative of the deceased agent, but without 
legal authorization, naively but courageously attempted to operate 
what she had always regarded as an exceedingly prosperous and rela- 
tively simple business. She wanted to obtain income for herself and 
her family. Being unfamiliar with the procedures involved, her efforts, 
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although valiant and earnest, were clumsy and inept. Troubles multi- 
plied even more when one of the long serving and efficient employees 
decided to abandon the failing enterprise and to work for a competitor 
who was increasing the size of his staff. Uncollected premiums in- 
creased far above the amount which Mr. Doe formerly had outstand- 
ing. Cancellations became a costly source of irritation. Expirations 
were lost for unexplainable reasons to such an alarming extent that, 
in the course of the next two months, another employee had to be 
released. 

Mrs. Doe, despite the help of various special agents of the com- 
panies represented in the agency, despaired of salvaging the sinking 
wreckage and decided to sell the business. Since no market for the 
business had been created during the lifetime of Mr. Doe, potential 
buyers were not in abundance. After frantic maneuvering, Mrs. Doe 
came to an agreement with a competing agent who consented to buy 
the remaining expirations virtually on his own terms. Agency pros- 
perity had deteriorated into business rubble. The business was finally 
sold for $5,000. Mrs. Doe felt fortunate to obtain that large a price 
under the circumstances. The companies represented by the Doe 
Agency, of course, lost the business. Their expense in establishing other 
agency outlets in this area was heavy, and the process was time- 
consuming. There was no assurance that the Doe Agency policyholders 
were treated properly during this crisis. Uncovered losses could have 
easily resulted from improper insurance from the Doe Agency. 


The irony is that much of this grief might have been prevented! How 
this tragedy which befalls property agencies might best be avoided was 
the subject matter of the research on which this report is based. The 
problem, precisely stated in question form, went like this: How can local 
property insurance agency terminations attributable to retirement or death 
of agents be prevented? The aim of the research was to uncover all the 
ways and through them the best way, if any, to prevent tragic ends of 
prosperous agency businesses, with the attendant losses to families, com- 
panies, and the insuring public. The impetus for the study came from the 
Indiana Association of Insurance Agents which financed the publication of 
the results. Valuable direction of my efforts was given by Dr. J. Edward 
Hedges under whose supervision I work at Indiana University. 

Since this paper is to pertain primarily to research techniques, the bulk 
of the remaining discussion is devoted to some difficulties which arose in 
regard to completing the research. A brief summary of the research find- 
ings, however, is presented after the research technique discussion. 

As to research difficulties, the first one I shall mention was, indeed, 
disturbing. I came to the gradual realize*ion of something which might 
have been obvious to others from the beginning. In a strict and literal 
sense, the problem is impossible of solution. “Agency perpetuation,” as the 
term is used in the trade journals, is more a colorful than a descriptive 
expression. In the course of relentless time, apparently, all businesses fail. 
Since not the slightest shred of evidence existed that property insurance 
agencies were unique in terms of perpetuity, I realized that the problem 
was really one of a delaying action. The research thenceforth was oriented 
toward agency “continuation” rather than agency “perpetuation,” with the 
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idea that the “continuation” was only a matter of a few decades and a few 
generations at the best. This was a humbling and sobering realization 
to me. 

A second difficulty, common to many research projects, was in deter- 
mining the avenues to pursue and the sequence of such pursuits for obtain- 
ing information to answer the question which constituted the research 
problem. Three alternatives seemed promising: (1) library data, (2) in- 
formation from company officials, and (3) information from agents, them- 
selves. Since the first two of these sources could be more quickly appraised 
than the far-flung agency source, they were cursorily examined in the 
order named. This examination show that the library data held no magic 
key and would have to be painstakingly digested over a period of several 
months full-time work. The examination also revealed that, despite intense 
interest of some company officials, the answer to the agency continuation 
problem was not compartmentalized in company files. The decision was 
made at this stage to concentrate first on the agents to learn what steps, 
if any, they were taking to solve the problem. Because of budget reasons, 
this part of the research was delimited to Indiana. The point is stressed 
that no inference was made that Indiana behavior was representative on 
a countrywide basis. This was simply a delimitation of the study. 

As the result of an earlier investigation, information was available as 
to which members of the Indiana Association of Insurance Agents believed 
their agencies had continuation plans. These agencies were sampled by 
the personal conference method to uncover what arrangements existed. 
Also, agencies without declared plans were sampled by the same method 
to uncover what obstacles prevented planning for long agency life. Em- 
phasis is placed on the fact that the sampling was on a purposive and not 
on a probability basis. No generalizations were made even as to the 
Indiana situation. Someone has remarked that purposive sampling is 
nothing more than selecting a sample so as to prove a foregone conclusion. 
Such was not the case here, however, because we did not even have the 
blessing of a foregone conclusion on which to build our sample. In the 
effort to learn about continuation plans some 225 Indiana agencies were 
visited before the library research was undertaken. 

A third interesting research difficulty was encountered in the agency 
conferences. Some agents with declared plans had only fond hopes for 
sons of cub scout age; other agents had promising plans without being 
aware of them. We faced a real “Gertrude Steinish” question: “When is 
a plan a plan?” Serious thought about this question finally reduced the 
matter to simple proportions. Every agent whe stays in business long 
enough will have either to sell his agency interest or give it away in order 
for the agency to outlast him. Continuation, therefore, requires (1) “new 
blood” to run the agency and (2) a way for such person or persons to 
acquire control. These two essentials led to our adoption of the following 
concept of a continuation plan; 
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A plan shall be deemed to exist when (1) two or more persons, each 
capable of managing the business, work in an agency OR some outsider 
of demonstrated competency is available to assume management of 
the agency, AND when (2) legal machinery is established by contract 
or by operation of the law for the passing of the business ownership 
to the surviving management or to interests which will be able to 
control the management. 


This definition is admittedly cumbersome. Simpler ones, however, suffered 
from inaccuracies and had to be discarded. This is the concept on which 
the model plans, later developed, were based. 

A fourth difficulty was encountered in the agency conferences and in 
the subsequent four months period of intensive research in the Library of 
Congress. Of the sundry arrangements discovered, how was one to know 
which really would work. The mere fact that a plan had worked in the 
past was no guarantee that it would work in the future; neither was the 
widespread adoption of a given arrangement any proof of its reliability. 
The open-mindedness of research required more support than experience 
and frequence. 

We realized that the quirks of circumstances could cause some agencies 
with apparently solid continuation arrangements to disappear, and that 
other agencies might survive through pure happenstance without conscious 
planning by anyone. Researchers know that, in respect to the future, not 
even the proverbial “death and taxes” can be taken literally, irrevocably, 
and unqualifiedly as “certain.” As I look back, I believe this was our most 
difficult problem. We proceeded, however, to predicate our research on the 
old adage that “The Lord helps those who help themselves.” We con- 
cluded that the plan which provided the apparent greatest present proba- 
bility of furnishing the two essentials for continuation—that is, new blood 
and control—was the best plan. I am somewhat uneasy now in the realiza- 
tion that we did not document the assumption that relatively more agencies 
without plans fail in a given period than do agencies with plans. Although 
I suppose this can be “taken for granted,” I realize how dangerous taking 
anything for granted can be in research activity. To this extent, our 
research is weak. 

The last difficulty to be described is the one of our avoiding legal dis- 
cussions. Having no desire to upset the sometimes precarious balance of 
understanding between members of the legal and insurance professions, we 
strived assiduously to avoid excursions into the realm of interpreting the 
law. We came to see the subtle but real distinction between a legal dis- 
cussion of a matter and a layman’s discussion of a legal matter. We tried 
never to cross the line. Since the research problem involved, among other 
things, property ownership, testamentary and intestate disposition of prop- 
erty, probation, gifts, sales, contracts, trusts, estate taxes, income taxes, and 
gift taxes, we occasionally were somewhat hard put. Yet, I feel that we 
were always within our prerogatives. We had the close cooperation of two 
distinguished legal scholars who advised us when we approached too closely 
the line of demarcation. 
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All of this research led us to some encouraging conclusions: 


e 


2. 


10. 
11. 


12. 


13. 


14. 


These 


Agency terminations because of death or retirement can be delayed 
for generations. 

By planning for the inevitable, property values can be preserved to 
the benefit of agents, of families, of companies, and of the public. 
Informal family arrangements are never reliable because of the 
potential bitterness of “in-family” fighting. 

Continuation plans must provide for the contingency of death. 
Inter vivos plans alone are not enough because death may intervene. 
Co-owners, employees, and competitors, in that order, are the best 
prospective recipients of an agent’s interest in the business. 

Every agency continuation plan, even within a family, should in- 
volve a formal buy-and-sell agreement for creation of a market in 
advance for the transfer of the agency interest. 

The plan should bind the survivor to buy and the estate of the 
decedent to sell the agency interest. 

Whenever possible, life insurance should be used to finance the 
sale not with the idea of obtaining a discount but of reducing the 
financial uncertainty. 

The person to buy the decedent’s interest, and not the decedent’s 
widow, should be the beneficiary. 

No attempt should be made to use life insurance settlement options. 
Legal counsel should be sought in the construction of every buy- 
and-sell agreement. 

Property agents, by fighting their greatest enemy, procrastination, 
can be ready for the inevitable transfers. 

New blood can be attracted and dangers of breach of confidence 
and trust on the part of these newcomers can be reduced by fair- 
ness. The biggest danger in this respect is that agents will exploit 
their potential survivors. 

Proper planning can lead to tax savings compared to what other- 
wise would be required for taxes. 


conclusions are, of course, sketchy compared to the recommenda- 


tions which appear in the full report. 

I can say, and still remain within the propriety of modesty, that our 
research report has been enthusiastically received in Indiana and elsewhere. 
We are encouraged to learn of many new instances of agency continuation 
planning. While we know that our report by no stretch of the imagination 
contains all the answers, we know it contains some of the answers. We 
are optimistic enough to believe that substantial progress is being made 
in agency continuation. 




















Part Il—Reviews of the Year 


Property Insurance 


CuHeEster M. KELLOGG 
Vice President, Alfred M. Best Co., Inc. 


Our national economy got off to a running start in 1955 and kept right 
on running to hang up impressive new records in each succeeding month. 
Nearly every week saw new highs in production in some branch of industry 
and brought announcements of still further expansion plans. However, 
record production, which meant so much to business, brought headaches 
to the farmer in the form of agricultural surpluses and declining prices. 
Nevertheless, the economy as a whole was booming and business profits, 
before taxes, reached a new peak. 

Record prosperity on top of previously prosperous years put further 
emphasis on the rapid changes that have transformed America’s way of 
life in the past ten years. It has changed the way people think, and act, 
and spend their time and money; it has opened up vast new markets. 
It is measured in terms of rising birth rates, falling death rates, great strides 
in scientific and medical research, millions of new homes filled with new 
appliances and large-screen television sets, millions of flashy new high- 
powered autos speeding along new superhighways or clogging congested 
centers of population, record industrial expansion and production, high 
wages and high employinent, new schools, churches and offices. Never has 
any nation been so prosperous. 


Long Term Outlook Excellent 


With 1955 tagged as the best year in history, what is left for 1956? 
Unquestionably, 1956 will be off to a fast start and most economists agree 
that the current flood of goods and services will spill over well into 1956 
so that over-all national output will exceed $400 billion as against about 
$387 billion for 1955. However, expansion of business activitiy has already 
slowed, with indications that the boom is nearing its peak, so 1956 could 
well be a year of consolidating the recent gains on a high plateau with 
possibly some mild decline in the second half. 

The longer term outlook is excellent as great needs still exist for better 
housing, more schools, more teachers, more roads and, with a population 
expected to reach 190 million within ten years, more of most everything. 
Industry must expand mightily to fill the needs of a growing population 
with a higher standard of living. Ten years from now it is expected that 
some 75 million workers will be turning out an estimated $600 billion of 
goods and services through increasing use of atomic energy and automatic 
processes and with fewer hours of work. 
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Fire and Casualty Outlook 


Amidst all the general boom and bustle, how did the fire and casualty 
insurance business fare? It began 1955 positively reeling from the triple 
hurricanes which visited the northeast late in 1954 and left the stock and 
mutual companies with a $200 million underwriting loss on the line and 
some carry-over of loss into 1955 as it was impossible to settle or evaluate 
all claims before the year-end. Fortunately, virtually all other classes of 
business were profitable in 1954 so the year on an over-all basis was very 
good and the outlook for 1955 was favorable. 

Competition is the life blood of business in a free economy and the 
insurance business certainly has its share with some 750 stock carriers, 
about 400 sizable mutuals and nearly 100 reciprocals and Lloyds. It exists 
not only among companies of the same type but between bureau and non- 
bureau, stock and mutual carriers. The industry entered the multiple line 
era with not only fire companies competing for casualty insurance and vice 
versa but with competition from life companies for accident, sickness and 
hospitalization insurance. 

An expanding economy naturally brings more money, more capital 
changes and more new companies into insurance while periods of declining 
business tend to slow down the organization of new carriers and increase 
the number of mergers, consolidations and retirements. During 1955 about 
the same number of new companies entered the fire and casualty field as 
in the previous year—70—but there was an increase in retirements to 69. 
The new companies were launched with about $25 million of paid-in 
capital and surplus of which some $14 million came from parent insurance 
carriers and nearly $3 million from foreign insurance interests. Additional 
capital funds of over $46 million were paid into 44 established companies, 
including over $5 million originating from parent insurance companies. 

Forty-nine stock companies increased their capital by nearly $36 million 
through the declaration of stock dividends, while five increased capital by 
over $6 million by an increase in par value of their shares and six companies 
retired some $6 million of preferred stock. Forty-three companies changed 
their title during the year, some to reflect broader charter powers and the 
writing of additional classes of business, others to perpetuate part of the 
name of a merged company and still others for a number of different 
reasons. 

Keen Competition 


As pointed out just a year ago, the stage was set for particularly keen 
competition: Rates were generally considered adequate, so the climate was 
right; surplus had advanced substantially, which supplied the sinews; 
premium volume had leveled off, which supplied the incentive; and differ- 
ent marketing plans introduced by specialty carriers were successfully 
tapping the new mass market, which supplied the spark. However, change 
does not come suddenly to a business as old and conservative as the insur- 
ance business which is made up of so many individual units and hemmed 
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in so completely by supervision of rates and policy forms. Moreover, the 
conventional old-line carriers operating through the American Agency Sys- 
tem have built an imposing volume of good business and have no intention 
of scrapping a method of operation which has proven itself over a period 
of time. 

Agency service controls the bulk of commercial accounts and a vast 
number of sizable individual accounts. The problem is how to service the 
new mass market economically without disrupting the established successful 
handling of the huge backlog of business now being underwritten. Some 
companies or groups are experimenting in the handling of these problems 
through subsidiary or affiliated carriers through which they may use such 
devices as six-month policies, direct-billing of renewals, lower commission 
rates and all of tae tools employed by the independent carriers that have 
been so successful in gaining a substantial foothold in the mass automobile 
market. 

Volume at New High 


Unquestionably, 1955 was a highly competitive year. Companies and 
their bureaus, which had been so busily occupied in promoting needed rate 
increases during the period of rising loss costs, revised and broadened 
several important policy coverages and further refined rating classifications 
to improve their competitive position with the independent carriers. Com- 
petition was keen on the new package and home owners’ policies and mer- 
cantile block policies spread into new territories and classifications. Com- 
mission allowances were boosted on several fronts. There was concerted 
effort by many carriers to broaden their underwriting classifications, with 
fire companies striving to gain a foothold in the casualty field and casualty 
companies seeking fire lines. Despite lower rates on several important lines, 
over-all premium volume gained about 5% in 1955, as against 2% in 1954, 
to reach an estimated $7% billion in the stock field and nearly $10% 
billion for the entire industry. 

Slightly higher expenses, coupled with higher loss ratios because of 
reduced rates and some deterioration in loss experience on a few lines, 
squeezed profit margins so that many companies were running some three 
to five points above the unusually favorable experience recorded in the 
first three-quarters of 1954. However, the last quarter of 1955 was so 
much better than the last quarter of 1954 for fire companies that over-all 
results for the full year 1955 should work out with an industrywide com- 
bined loss and expense ratio not too far above 1954’s 93.6%. In general, 
companies writing predominantly fire lines fared better in 1955 than in 
1954, because of much better extended cover experience, while those carriers 
heavily committed to casualty lines showed some deterioration in experi- 
ence, a reversal of the general pattern of 1954. However, many carriers 
embrace both the fire and casualty fields either through multiple line under- 
writing, operation of affiliated companies, or both. Some 360 stock com- 
panies in 120 groups currently underwrite about 90% of the business in 
the stock fire and casualty field. 
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Investment Function Important 


Although the primary function of an insurance company is the success- 
ful underwriting of insurance, there is a very important secondary function, 
the investment of reserves and surplus funds. At the beginning of 1955, 
stock carriers had one-half of their assets invested in bonds and about 
one-third—some $5,380,000,000—invested in stocks, mostly common. This 
was approximately double the 1948 holdings but the increase represented 
principally unrealized market appreciation rather than additional stock 
purchases. Except for holdings in subsidiaries, the stocks are principally 
blue chip issues and are carried at market values. 

Market appreciation in these portfolios has been very great in the past 
two years, more than $1 billion in 1954 and nearly $1 billion more in 1955. 
This has been a very important development because during the height of 
the inflationary period, when premium volume was advancing at a record 
rate, growth in surplus did not keep pace with mounting liabilities. With 
premium growth at a more modest pace in 1954 and 1955 but market 
appreciation at such a phenomenal rate, surplus has been given a very 
handsome and welcome boost. For the first time since 1945, total policy- 
holders’ surplus in the stock company field exceeds annual premium writ- 
ings and the ratio of total assets to liabilities approaches two to one. 

It is not only increasingly difficult to evaluate industrywide results be- 
cause multiple underwriting embraces such a wide variety of coverages but 
allowance must be made for the many specialty carriers whose experience 
often runs at a considerable variance from that of companies doing a general 
line of business. Some of the specialty carriers enjoy lower-than-average 
loss ratios, while others operate at a very low expense ratio. As each class 
of business is subject to its own particular problems, as well as to the 
general pull of economic events, a better understanding of over-all trends 
may be gained by looking at some main classes of business. 


Problems of Auto Underwriters 

Automobile insurance premiums now run in excess of $4 billion, about 
40% of all business written by all types of fire and casualty carriers. It is 
not only the largest class of business underwritten but confronts the industry 
with some of its most important and difficult problems. One problem that 
is particularly pressing is the uncompensated motor vehicle accident victim. 
This problem is not new and, while great strides have been made toward 
its solution, the final chapter has not yet been written. How it is written 
will affect the whole future of the fire and casualty business. 

One of the first steps looking toward a solution was the general adop- 
tion of automobile financial responsibility laws requiring proof of future 
financial responsibility following an unsatisfied judgment. They have since 
been strengthened to require settlement of any outstanding judgment as 
well as filing proof of future financial responsibility. These laws have made 
a very valuable contribution by approximately tripling the proportion of 
insured automobile owners. 
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Prior to the adoption of financial responsibility laws, only between 25% 
and 30% of auto owners carried liability insurance; after passage of the 
first type law this ratio doubled to between 50% and 60%; and when the 
final “teeth” were added the number of insured owners increased to be- 
tween 75% and 90%. However, a gap still remains with at least 15 million 
auto owners who do not carry liability insurance and there are still many 
uncompensated auto accident victims. Meanwhile, Massachusetts adopted 
compulsory automobile insurance. This has been in force nearly thirty 
years and it is generally conceded not to be the answer as it has created 
many additional problems and also left uncompensated auto accident 
victims. 

Recent Automobile Developments 


New Jersey adopted an unsatisfied judgment fund scheme which just 
became fully operative on April 1 of 1955. While it has not been in force 
long enough to prove much one way or the other, it has created additional 
problems and is generally agreed not to be the long sought solution. 

A number of companies have made available automobile death and 
disability coverage. Effective October 5, New York approved broadened 
coverage in the form of an endorsement to the regular auto policy to pro- 
vide protection for the insured and members of his family if injured or 
killed by an uninsured automobile anywhere in the United States or 
Canada. Less than two months later, at a public hearing of the New York 
Joint Legislative Committee on Unsatisfied Judgments, Superintendent 
Holz recommended the enactment of a compulsory indemnification law. 
This would require motorists who fail to furnish proof of financial responsi- 
bility when securing their automobile license to pay an additional assess- 
ment of $30 which would be placed in a special fund to indemnify any 
person (except anotier uninsured motorist) injured by an uninsured, 
financially irresponsible motorist. 

The American Mutual Alliance, which expressed its preference for com- 
pulsory insurance rather than an unsatisfied judgment fund, has reiterated 
its position in the present New York controversy and has advocated an 
amendment to the state’s vehicle and traffic law which would require all 
motorists to maintain financial responsibility at all times. Others are in- 
sisting on straight compulsory insurance. 

The problem of the uncompensated auto accident victim was not solved 
in 1955 and probably cannot be solved in 1956, but continuing efforts will 
be made. Right now the subject is hottest in New York but other jurisdic- 
tions are studying it and many may be guided by the type of solution 
eventually adopted in New York. 


Broadened Auto Coverage 


A countrywide broadening of the coverage afforded under the standard 
provisions of the automobile policy was announced by the National Bureau 
of Casualty Underwriters, the Mutual Insurance Rating Bureau and the 
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National Automobile Underwriters Association effective April 1, 1955. The 
revision affects all standard provisions in automobile liability policies, in- 
cluding those policies combining auto liability coverage with other cover- 
ages, such as auto physical damage or general liability insurance. 

Some of the more important changes of the N.B.C.U. and the M.I.R.B. 
are: (1) The bodily injury and property damage liability coverage has been 
broadened to incliade the spouse of the named insured, if a resident of the 
same household, as an insured on the same basis as the named insured; 
(2) Coverage with respect to a newly acquired automobile has been broad- 
ened so as to afford coverage on replacement automobiles automatically ; 
(3) Automatic liability coverage is afforded for all trailers designed for use 
with a private passenger automobile (if the insured desires medical pay- 
ments coverage on a home trailer, it must be purchased); (4) The basic 
and the extended medical payments coverages have been broadened to 
provide for dental services and prosthetic devices; (5) Coverage is provided 
for residences or private garages, rented to or in charge of the insured, 
which are damaged or destroyed by a private passenger automobile. 

Changes made by the N.A.U.A. include (1) On individually-owned 
private passenger automobiles, the collision or upset coverage with respect 
to such automobile is extended to apply also to other private passenger 
automobiles operated or used by the insured or spouse subject to conditions 
defined in the policy; (2) Coverage with respect to a newly acquired auto- 
mobile is now afforded to the spouse of an insured, if a resident of the 
same household; (3) The tranportation portion of the fire coverage has 
been broadened to cover the insured automobile while being transported. 

The automobile basic and extended medical payments coverages have 
been combined into a single coverage. In addition to reducing the aggregate 
cost, the combining of the two coverages will result in simplifying the 
handling of medical payments coverage by both underwriters and pro- 
ducers and will encourage the policyholders who have been buying only 
the basic coverage to obtain the greater protection. 

The limits of liability required under state auto financial responsibility 
laws were increased to $10/$20,000 during 1955 in Delaware, Florida, 
Illinois, New Hampshire, Virginia and the District of Columbia, in addi- 
tion to Maine, Maryland, Michigan, Minnesota, New York, Vermont and 
Wisconsin where such limits were already in effect. Connecticut has the 
highest required limit—$20/$20,000. The basic limit for property damage 
liability was increased from $1,000 to $5,000 per accident. 


Auto Rate Revisions 


Revisions of classification plans for private passenger cars for liability 
rates and changes in commercial car use classifications were made through- 
out the country by the National Bureau of Casualty Underwriters and the 
Mutual Insurance Rating Bureau. Youthful drivers have presented special 
problems and according to population figures the percentage of such drivers 
will increase for some years. Significant refinements in rating young drivers 
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were made during 1955. The private automobile changes recognize 
that a family car is a less hazardous risk when its drivers who are under 25 
are women rather than men and provide a credit of 10% where operators 
under 25 have completed a recognized driver training course. 

It is estimated that 25% of all private passenger automobile risks will 
pay lower rates with reductions on some classes ranging from 9% to 32% 
while in no case will there be increases in passenger car rates. The seven 
classification plan for private passenger autos is now in effect in all states 
but Illinois, which has the old three class plan, and New Hampshire, which 
has one class. For commercial vehicles, Class 2 has been eliminated and 
two additional classes, identified as Class 7 and Class 8, have been estab- 
lished. Rate reductions of up to 32% and increases of up to 17% result 
from the revisions. 

The National Bureau of Casualty Underwriters, the National Auto- 
mobile Underwriters Association and the Mutual Insurance Rating Bureau 
announced that individuals owning two or more non-business private 
passenger cars with no operators under age 25 may qualify for liability 
and collision rate discounts if the coverage is afforded under one policy. 
The applicable Class 1 liability rate or collision premium will apply to the 
highest rated automobile and each additional automobile will be subject to 
its applicable Class 1 liability rate or collision premium less 25%, provided 
the cars are insured for liability in one policy and for collision in one policy. 


Auto Underwriting Experience 

Automobile insurance is divided into three sub-categories—liability, 
property damage and physical damage. In the stock company field, auto 
liability premium volume advanced modestly, to an estimated $1,150 
million, but losses were generally higher so that some carriers slipped back 
into the red on liability in 1955. High loss costs have long plagued this 
line and the profit margin was only three points in 1953 and 1954. Auto 
property damage premium volume also rose modestly, to about $590 
million, and loss ratios were generally higher. However, it enjoyed a more 
substantial profit margin in 1953 and 1954 so remained well in the black 
for 1955. The record eight million new cars produced in 1955 boosted auto 
physical damage premiums some 12% to about $1,350 million despite sub- 
stantial rate cuts. Because of lower rates, loss ratios began to rise but the 
line should show a profit margin in the neighborhood of 8% for the year. 

While automobile business, over-all, was profitable, it must be remem- 
bered that some fifty insurance companies controlled by finance companies 
write about one-quarter of the physical damage business but none of the 
liability and property damage. Outlook for 1956 is for some further rise 
in loss ratios with auto liability possibly in the red, property damage 
modestly profitable and physical damage experience good. 


Straight Fire Experience 
Straight fire business, which has shown very little change in volume for 
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the last three years, moved modestly ahead in 1955 despite lower rates 
and the diversion of some fire premiums to the new package forms. The 
number of fires decreased and experience remained favorable, with an indi- 
cated profit margin in the neighborhood of 8%. Estimated countrywide 
dollar fire losses were about $885 million, only 1.6% higher than for 1954 
despite the substantial increase in goods and property subject to fire. 

Competition was particularly keen on the Pacific Coast where mer- 
cantile block yolicies were offered by many companies at rates which other 
carriers considered inadequate to cover the additional hazards assumed. 
The Inter-Regional Insurance Conference, the National Bureau of Casualty 
Underwriters and the Inland Marine Insurance Bureau have jointly de- 
veloped a mercantile block coverage which has been nationally recom- 
mended for adoption by the various fire rating organizations and, con- 
currently, by the N.B.C.U. and the I.M.I.B. 

This new block form is an indivisible premium package policy including 
fire and extended coverage, burglary and theft and certain inland marine 
coverages. It is intended for attachment to the standard fire policy to pro- 
vide coverage on contents against “all risks of direct physical loss of or to the 
property covered while anywhere within the continental United States or 
in transit in Canada,” subject to certain exclusions and limitations. Two 
alternate endorsements provide for: (1) A specific amount of insurance 
on a predetermined premium basis with 80% coinsurance and (2) a 
monthly reporting form. The basic form is intended to be used only to 
cover stocks of goods, wares and merchandise and, (only when covered 
in the same policy) furniture, fixtures and equipment and tenant’s im- 
provements and betterments. 

The new broad home owners’ policies are proving extremely popular. 
While they divert premiums previously reported on other lines, particularly 
fire and extended coverage as well as inland marine, burglary and liability, 
the net result is a nice increase in volme because previous coverage was 
often both incomplete and inadequate. It is the much better relationship 
of insurance to value which the companies are counting on to keep loss 
ratios in line and absorb the higher commissions. 

A completely revised golden anniversary edition of the National Board 
of Fire Underwriters’ “Recommended National Building Code” was made 
available for municipalities. It provides authoritative answers to a number 
of questions in the field of building design and, insofar as practicable within 
the limits of public safety, allows for the use of any material or pro- 
cedure that meets the required standards of strength, stability and fire 
resistance. This is one of the three model codes developed by the Board, 
the others being the national electrical code and the model fire prevention 
code. The code is well suited for adoption by municipalities by reference 
and includes as an appendix, a suggested ordinance for so doing. 


Extended Coverage 
Net premiums written on extended coverage advanced by about 15% 
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in 1955 to reach an estimated $470 million in the stock company field. This 
compares with just over $300 million in 1951, about $200 million in 1948 
and less than $100 million in 1945. This rapid rise in volume reflects the 
inflation in property values, a large number of additional properties insured 
and substantial rate increases. The line is potentially the most hazardous 
underwritten as no natural barriers exist to confine or restrain the de- 
structive storms that often extend over a large territory. Experience of 
the last few years has emphasized this point as windstorms, tornadoes and 
hurricanes have hit high value areas with unprecedented fury. 

Underwriting losses have been substantial and reached record heights in 
1954. Because of the carry-over of some 1954 losses into 1955 and the 
occurrence of a number of severe storms in 1955, the line cannot be termed 
back to normal but the vast improvement is most welcome. Eleven of the 
twelve 1955 catastrophes listed by the National Board of Fire Underwriters 
were windstorms. Introduction of higher rates and the use of mandatory 
deductibles in many territories greatly improve the long-term outlook for 
the line. It is essential to have a rate base high enough to accumulate 
profits in good years to offset the inevitable high losses of poor years. 

Although the Northeast avoided the unusually heavy hurricane losses 
of 1954, it was subject to disastrous flood damage in 1955. This has led to 
demands for flood or disaster insurance. Legislative hearings were held 
on both the state and national levels. It is always difficult to awaken 
interest outside the stricken area but the proponents of federal action, by 
extending the scope of the legislation to cover any catastrophic loss, in- 
cluding nuclear fission, earthquake, windstorm, wave wash, explosion, flood, 
tidal wave and war damage, hope to generate considerable political interest 
in an election year. West Coast December floods will add further pressure. 

Shorily after the President’s State of the Union message, bills were 
introduced in both houses calling for a flood damage indemnity program. 
Major provisions of the program include: A five-year experimental pro- 
gram of indemnity and reinsurance in which the federal and state govern- 
ments and private insurers would participate; the insured would pay 60% 
of the estimated premium with the federal and state governments each 
paying 20% and the federal government assuming administrative costs; 
coverage would be limited to a maximum of $250,000 with a deductible 
of $300 plus 10% of the claim; a maximum capacity of $1.9 billion would 
be provided with the President empowered to authorize an additional 
$1 billion; reinsurance up to $100 million would be made available to 
private insurers and the program would be administered by a new “Federal 
Flood Indemnity Administration” under the jurisdiction of the Housing 
and Home Finance Agency. Coverage would be afforded for floods, in- 
cluding coastal as well as inland flood, on property and contents. 


Marine Lines 


Inland marine volume moved ahead more than 5% in 1955 to top $300 
million in the stock company field despite diversion of considerable per- 
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sonal property floater business to the new home owners’ policies. Under- 
writing experience was spotty with loss ratios tending to continue the rise 
started in 1954. Thefts of goods in transit soared to a new peak in 1955, 
more vehicles were attacked and the aggregate value of goods stolen set 
a new high. Wind and flood also played a part in rising losses. However, 
the line remained modestly in the black and the outlook is for continued 
steady or slowly rising volume and not much change in underwriting 
experience. 

Ocean marine volume remained at approximately the $150 million level 
despite an increase in foreign trade. Competition continued to force rates 
lower and coverage has been broadened. Fortunately, there were few major 
catastrophes so the line remained quite profitable. However, theft and 
pilferage losses continued to plague the underwriters and they still face the 
problems created by dollar shortages abroad and exchange or other restric- 
tions in many countries. 


General Liability 

In the field of general liability, which embraces liability coverages other 
than automobile liability, there was a modest gain in premiums and a 
moderate narrowing of profit margins because of generally higher loss 
ratios. Basic policy forms were revised and broadened, and manual rate 
and other changes made. Outlook is for some further gain in volume with 
underwriting experience continuing at present favorable levels. 

With the atomic age approaching, both stock and mutual companies are 
organizing pools to underwrite the third party liability insurance of the 
radiation hazard on nuclear reactors. Potential hazards are so great that 
full industrywide cooperation is essential. Industry committees have been 
at work for some time with access to classified material so the industry 
should soon be ready to offer considerable capacity on a realistic basis. 
The program is being pushed to completion rapidly because the develop- 
ment of peace-time use of atomic energy cannot proceed very far until 
adequate insurance is available. 

More than seventy capital stock casualty companies have indicated 
provisionally their wiilingness to participate in a syndicate to underwrite 
radiation hazards on industry-operated nuclear reactors. Tentative com- 
mitments encourage the belief that capacity coverage of $50 million may 
be made available among stock companies and more than $10 million 
among mutual companies. The coverage to be provided by the syndicates 
will be for third party bodily injury and property damage liability insur- 
ance against loss or damage caused by radiation. All forms of liability 
risks other than radiation will continue to be insured by the individual 
companies and will not be insured by the syndicates. Tentative commit- 
ments of stock fire companies for the underwriting of property damage 
coverage on private nuclear energy reactor installations indicate a capacity 
of not less than $50 million. 
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Workmen’s Compensation 


Workmen’s compensation premium volume for stock carriers has re- 
mained at about $640 million in each of the last three years. It did not 
rise in 1955 because rate reductions, based on favorable underwriting ex- 
perience, approximately offset the estimated 3.5% increase due to higher 
benefits and greater employment. Benefits were raised in 35 states, Alaska 
and Hawaii in 1955. Six states and Hawaii increased the maximum tem- 
porary total weekly disability to $40 or more, bringing to is the states 
or territories at this level. Loss ratios were generally higher due in part 
to the lower rates and also to the lag in rate changes reflecting the general 
adoption of higher minimum scales of payment. Outlook is for continued 
satisfactory experience in 1956 and fewer benefit schedule changes as 1956 
is an “off” legislative year. 

The United States Department of Labor prepared a detailed “discussion 
draft” of a model workmen’s compensation law which it distributed to 
state officials. The Department does not think of the model law as being 
enacted in the various states but rather as a guide to periodic revisions in 
the state laws. The model law considers a wide range of problems in- 
cluding occupational loss of hearing and second-injury funds and will 
provide a framework for modernization of state laws. 

Needless to say, almost all changes in workmen’s compensation laws 
have been to increase or broaden the benefits with 23 state laws providing 
payments for life for total permanent disability and 35 states calling for 
medical benefits for life. The cost of medical treatment has nearly doubled 
and hospital costs have tripled during the past 15 years. In addition, new 
interpretations of the laws and newly-discovered conditions or diseases 
have added to costs. Improved safety standards and techniques have cut 
accident rates, and rehabilitation programs have restored many workers 
to productive employment. 

As of December 31, 1955, twenty-three states had approved a program 
designed to reduce the cost of handling small policies by providing for the 
issuance of three-year fixed-rate policies on risks with an annual premium 
of $100 or less. The program is optional and embraces about 60% of all 
workmen’s compensation policies but only 6% of total premiums. 


Fidelity and Surety 


Fidelity premium volume, which advanced 28% in 1954 because of the 
three-year premium cycle, naturally showed a decline in 1955, an “off” 
year. However, underwriting experience remained very favorable and even 
showed some further improvement for most carriers. 

Surety bond premiums were up nearly 10% because of record construc- 
tion activities but loss ratics were higher due to lower rates (reduced 
approximately 18% over-all in 1955) and the fact that competition among 
contractors left some of the low bidders without a sufficient allowance for 
profits and contingencies, Nevertheless, profit margins remained at a very 
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satisfactory level and the outlook for 1956 is favorable with forecasts of 
another year of high level construction activity, the eleventh in succession. 
State and local construction of streets, highways, bridges, sewer and water 
systems and schools is expected to increase in 1956. 


Accident and Health 


Accident and health premiums forged ahead by about 10% to reach 
an estimated $3 billion in 1955 with three out of every five Americans 
covered by some form of voluntary insurance against the hazards of acci- 
dent and sickness. Of the ten leading writers, eight are life companies and 
the other two have affiliated life companies. Major medical expense showed 
the largest percentage gain and group business went ahead faster than 
individual. Some $500 million of the total accident and health business 
was written by stock fire and casualty companies and about $265 million 
by mutual fire and casualty companies. Loss ratios were slightly higher 
but the line remained profitable with a larger profit margin on individual 
than on group. 

The accident and health branch of the business has been harried by 
the Federal Trade Commission which has cited forty-one companies on 
charges of deceptive advertising. The charges have been generally denied 
and litigation is in progress over the question of jurisdiction. Meanwhile, 
the National Association of Insurance Commissioners has adopted a uni- 
form code on accident and health advertising with the thought that its 
adoption by the various states and by individual companies will forestall 
the assertion of jurisdiction by the F.T.C. 

An initial step in the organization of the Health Insurance Association 
of America, a new trade association, was made in December when invita- 
tions to join were sent to all companies which are members of one or more 
of the seven associations composing the Joint Committee on Health Insur- 
ance. The Federal Administration apparently will not strive for passage 
of its health reinsurance program proposed the last two years but later 
will call for extension of voluntary health insurance coverage to more per- 
sons, including the older population, and those in rural areas, by reinsur- 
ance or other means. Major medical coverage is also expected to be in- 
cluded in the proposals. 

Summary 

The fire and casualty industry enjoyed a very satisfactory year with 
good underwriting results and near record investment gains building surplus 
funds to a point more in line with the increased commitments assumed 
and to be assumed in our rapidly growing economy. It gave a good 
account of itself in 1955 and will continue to do so in increasingly com- 
petitive 1956 and for years to come. Just as improvement in other lines 
of business offset the staggering hurricane losses in 1954, better extended 
coverage experience helped offset moderate deterioration in some of the 
other classes of business in 1955. The over-all outlook remains favorable 
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except that moderately rising loss ratios, due often tw lower rates, will 
squeeze profit margins, particularly in some of the casualty lines. Expense 
ratios are also pushing higher and it is estimated that the higher commis- 
sions now being paid on some of the fire business will boost expenses on 
the fire side of the business by nearly a point. The fire and casualty busi- 
ness has kept pace with the increasing needs of the public, has grown to 
impressive size and generally won the confidence of the whole country in 
its integrity and its capacity for valuable service. 














Social Security 


Rosert J. MYERs 
Chief Actuary, Social Security Administration 


The operations of the various social security programs in the United 
States dealing with long-term risks continued their upward trend during 
1955. The operations of the short-term risks programs, of course, will 
fluctuate from year to year. This review of the year 1955 first gives the 
major legislative developments at both Federal and State levels and then 
gives general details of the operating experience. For these purposes, the 
term “social security” includes all governmentally administered programs 
except those established specifically for government employees. Not in- 
cluded, however, are the various workmen’s compensation programs since 
these are so largely administered by insurance companies and are thus 
reviewed elsewhere. 

LEGISLATIVE DEVELOPMENTS 


Old-Age and Survivors Insurance 


In the first session of the current Congress only one amendment to the 
Social Security Act was enacted, namely, a temporary extension of the 
granting of “free” military service wage credits from the previous expira- 
tion date (July 1, 1955) to April 1, 1956. 

There was, however, very important legislative action that did not 
culminate in legislation in 1955. Two bills were passed by the House of 
Representatives; they were pending before the Senate as it began the 2nd 
Session in January 1956. The first such bill would extend OASI coverage 
to those in the uniformed services on a regular contributory basis, with 
contributions from the serviceman and from the government as employer 
computed on base pay. 

The second bill would make rather far reaching changes in the program. 
Coverage would be extended to all self-employed professional groups now 
excluded, except physicians (i.e. to lawyers, dentists, and certain other 
health professions and a few other miscellaneous groups). The retirement 
age for women would be lowered from 65 to 62; this would apply not 
only to women workers, but also to wife’s and widow’s benefits. Monthly 
disability benefits (computed on the old-age retirement benefit formula, 
but with no supplementary benefits for dependents) would be provided 
for permanently and totally disabled persons who have attained age 50 
(and after a 6-month waiting period after satisfying certain insured status 
requirements). Monthly benefits to children would be continued be; ond 


(170) 





Social Security 171 


age 18 if they are permarently and totally disabled (a relatively minor 
category). 

Only two of the proposed changes—reducing the retirement age for 
women to 62 and monthly disability benefits beginning at age 50—would 
have any appreciable effect on costs (as related to covered payroll). The 
level-premium costs of the system is now about 742% of payroll according 
to the intermediate cost estimate. The increase in level-premium cost for 
reducing the retirement age for women is about .56% of payroll, while the 
corresponding figure for the disability benefits is .39% of payroll. This net 
increase in cost*of about .95% of payroll is met by an immediate increase 
in the employer-employee tax rate of 1%. In fact, the contribution 
schedule in the law is increased by 1% all along the line, so that the ulti- 
mate rate under the bill is 9% in 1975 and thereafter. The rate for covered 
self-employed persons would be raised immediately from the present 3% 
to 334%, while their ultimate rate would be 634%. 

The bill extending coverage tc the uniformed services has Administra- 
tion approval and support. The other bill, reducing the retirement age 
for women and adding disability benefits, plus a compensating rise in the 
contribution rate, was instituted by the Democratic majority in the House 
of Representatives. The Executive branch did not take any position on 
this legislation at the time it was before the House (no public hearings 
were held, however). It is anticipated that extensive public hearings will 
be held by the Senate and at that time, no doubt, the Executive branch 
will take a position on the legislation. 


Railroad Retirement 


The Railroad Retirement Act was amended in two important respects 
in 1955. The first change was an increase in the maximum spouse’s annuity 
payable, which was formerly $40 a month but is now the same as the 
corresponding maximum under OASI (currently $54.30). The second 
change went further in the direction of eliminating restrictions on receiving 
dual benefits under the Railroad Retirement and OASI systems. Thus, as 
the law now stands, a widow can now receive both an old-age benefit under 
the OASI system on the basis of her own earnings and a widow’s annuity 
from her husband’s work in the Railroad Retirement system (such duplica- 
tion would not be permitted if both benefits were payable under the OASI 
system). 


Unemployment Insurance 


In 1954, the Federal law was changed to require that, beginning in 
1$°5, State programs would have to cover all employers with 4 or more 
employees (as compared with the previous basis of 8 or more). Accord- 
ingly, in 1955 all States which did not already cover these small firms 
amended their laws to conform with the Federal standard. As of 1956, 
28 States cover employees of 4 or more, while most remaining States cover 
all firms, regardless of the number of employees. In addition, a number 
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of State laws were amended to increase the maximum benefit. As a result, 
9 States have a maximum of $35 or $36 a week (Alaska has $45); about 
one-third of all covered workers are in these States. There were also 
revisions in other benefit provisions, such as increases in dependent’s 
allowances and minimum benefits. Because of financial difficulties, Alaska 
repealed its experience rating provisions (now, the only jurisdiction not 
to have them) and enacted a temporary 2-year provision for employee 
contributions of 0.5% of payroll. 

A major development in the field of unemployment benefits was the 
establishment of a number of supplementary unemployment benefit plans 
as a result of collective bargaining (such as the automobile company plans). 
There was considerable question as to whether such supplementary pay- 
ments would disqualify individuals from the basic unemployment insurance 
benefits under the State systems. A number of States accounting for the 
bulk of the workers concerned have, however, ruled that such benefits may 
run concurrently. 


Cash Sickness Benefits 


Three of the four State temporary disability systems were modified dur- 
ing 1955. In 3 States the maximum weekly benefit was increased (to $40 in 
California, $35 in New Jersey, and $30 in Rhode Island). No changes 
were made in the separate system for railroad workers. 


Public Assistance 


No significant changes were made in the Federal law, but quite a 
number of relatively minor changes were made by the State legislatures. 
During the year, Nevada enacted a program for Aid to Dependent Children 
under the Social Security Act, as a result of which all States now have 
such programs. Nebraska established a program for Assistance to the Per- 
manently and Totally Disabled, so that now 45 States have such plans. 


OPERATING EXPERIENCE 


Old-Age and Survivors Insurance 


Summary data as to the operation of the OASI program for 1955 as 
contrasted with 1954 are shown in Table 1. The increase in number of 
beneficiaries reflects the continued growth of the program to be expected 
since it is by no means mature. The small increase in average benefits is 
due to those now coming on the roll having higher benefits, as a result of 
their being based on more recent, and thus higher, earnings levels. The 
rise in the contribution income is in large part due to the increase in the 
maximum taxable wage effective in 1955 (from $3600 to $4200) and to 
the increase in coverage resulting from the 1954 amendments. As to the 
latter, however, not all of the effect was felt in 1955, since farmers and 
other self-employed who were newly covered do not pay their contribu- 
tions until the early part of 1956. Administrative expenses during 1955 
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amounted to 2.1% of contribution income, to 2.4% of benefit payments, 
and to about 0.7% of taxable payroll. 


Railroad Retirement 


The beneficiary roll of the Railroad Retirement system continued to 
increase slowly. The number of retired workers rose from 300,000 at the 
beginning of the year to about 315,000 at the end of the year. Further, 
annuities were being paid to about 110,000 wives, 150,000 aged widows, and 
60,000 other survivor beneficiaries. The average employee annuity in 
force remained at about $100 a month. Total benefit payments during 
1955 were about $540 million as compared with $522 million in 1954. Con- 
tributions collected during the year amounted to about $595 million, or 
somewhat below the $604 million in the previous year (despite the rise 
in the maximum taxable wage in the middle of 1954). The Railroad Retire- 
ment Account was about $3.5 billion at the end of 1955, an increase during 
the year of only about $150 million. 


Unemployment Insurance 


Operations under the Unemployment Insurance program during 1955 
were somewhat lower than in 1954, because of improved eccnomie condi- 
tions. The average weekly number of beneficiaries was approximately 1.1 
million in 1955 as compared with 1.6 million in 1954; the variation in 
1955 was from a high of about 1.7 million (at the beginning of the year) 
to a low of 700,000 (at the end of the year). The total benefits paid in 1955 
amounted to about $1.35 billion, or significantly lower than the corre- 
sponding figure of $2.03 billion for 1954. The average weekly payment in 
1955 was about $26, or slightly higher than the 1954 figure of $25. 
Tax income during 1955 was about $1.49 billion (including the Federal tax, 
which is primarily used for reimbursing State administrative expenses), or 
about 144% of covered payroll; the corresponding figure for the previous 
year was $1.42 billion. As a result of the relatively lower benefit expendi- 
tures, the State accounts in the Unemployment Trust Fund increased 
slightly, from $8.20 billion at the beginning of the year to $8.24 billion 
at the end of the year. 

Unemployment continued relatively high in the railroad industry so 
that total expenditures under its special system amounted to about $90 
million, which was considerably less than the corresponding figure of $157 
million for 1954. Nonetheless, the Railroad Unemployment Insurance 
Account (which also includes the operations of the temporary sickness 
benefits) decreased from $492 million at the beginning of the year to 
$372 million at the end of the year. Since this Account was below $400 
million in September, the tax rate payable by the carriers will be increased 
from the previous rate of .5% of payroll to 1.5%, effective in 1956. 

The Federal Unemployment Account, established by legislation in 1954, 
amounted to $151 million at the end of 1955. Any excess of the receipts 
from the .3% tax received by the Federal government, over the admin- 
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istrative expenses of the State unemployment insurance agencies (reim- 
bursed by the Federal government), is credited to this Account. When this 
Account exceeds $200 million, any excesses arising are to be returned to 
the States for benefit payments or administrative expenses. 


Cash Sickness Benefits 


The average weekly number of beneficiaries under the four State sys- 
tems (exclusive of beneficiaries of “contracting out” employers) average 
about 37,000 in 1955, about the same as in 1954. Under the railroad sys- 
tem the corresponding figure wes about 32,000 (for both years). The 
total benefit payments under the State laws, including those paid under 
“contracting out,” amounted to $190 miliion in 1954 (latest data available), 
as against $186 million in 1953. Under the railroad system, the correspond- 
ing figures were $52 million in 1955, as against $49 million in 1954. 


















Public Assistance 





The Old-Age Assistance roll remained virtually level during 1955, at 
about 2.55 million persons. The average payment rose from about $52.00 
at the beginning of the year to about $53.50 at the end of the year. Total 
payments amounted to $1.60 billion in 1955, or only slightly higher than 
in 1954. 

The number of children receiving Aid to Dependent Children remained 
fairly constant during the year, at about 1.65 million. The total amount 
paid increased from $594 million in 1954 to $640 million in 1955. 

The number of recipients of Aid to the Blind was about 105,000 at the 
end of the year, a slight increase; total payments during the year amounted 
to $71 million. The number of recipients of Aid to the Permanently and 
Totally Disabled continued to grow, rising from 224,000 at the beginning 
of the year to 245,000 at the end of the year; total payments during 1955 
amounted to about $155 million as against $137 million in 1954. 















TABLE 1 


STATISTICS OF OPERATION OF Oasi SYSTEM 


























Item 1954 1955* Increase 
Monthly Beneficiaries at End of Year (thousands) 
Retired Workers 3,775 4,474 19% 
Dependents of Retired Workers 1,122 1,314 17 
Survivors of Insured Workers 1,989 2,172 9 






Total Beneficiaries, All Ages» 6,807 7,910 16 
Total Beneficiaries, Aged 65 and Over 5,325 6,282 18 























Social Security 


Average Benefit Payments in December (rounded) 


Retired Worker Alone $57 $60 
Retired Worker and Wife 99 103 
Widow Aged 65 or Older 46 48 
Widow and One Child 104 106 
Widow and Two or More Children 129 132 
One Child Alone 47 48 
Two or More Children Alone 89 91 
Lump-Sum Death Payment 194 200 

Financial Operations of Trust Fund (millions) 
Contribution Income $5,163 $5,713 
Benefit Payments 3,670 4,968 
Administrative Expenses 92 119 
Interest Income 468 461 
Fund at End of Year 20,576 21,663 
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«Some figures partially estimated. 


> Total does not represent sum of above three categories because some indi- 
viduals receive benefit both as retired workers and as dependents or survivors. 
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Mr. John M. Breen, Mutual Insurance Institute 
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Professor Kenneth W. Herrick, University of Connecticut 
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Professor Joseph F. Trosper, Southern Methodist University 
Professor Arthur C. Williams, Jr., University of Minnesota 


Local Arrangements Committee 
Mr. Edward E. Evans, C.P.C.U., Edward E. Evans & Company, Chairman 
Professor Wilbur J. Abell, Bowling Green State University 
Mr. Clayton G. Hale, The Hale and Hale Company 
Professor John W. MeNeill, Fenn College 
Mr. E. O. Pierce, St. Paul Companies 
Mr. Robert O. Young, Insurance Company of North America 
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Committee on Insurance Teaching Aids 
Professor Richard deR Kip, University of Pennsylvania, Chairman 
Mr. H. Paul Abbott, Insurance Company of North America 
Professor Kenneth Black, Jr., Georgia State College 
Mr. John M. Breen, Mutual Insurance Institute 
Mr. William O. Cummings, C.L.U., Life Insurance Agency Management 
Association 
Professor Walter W. Dotterweich, Jr., Butler University 
Professor David A. Ivry, University of Connecticut 
Professor Clyde M. Kahler, University of Pennsylvania 
Mr. R. Wilford Kelsey, Institute of Life Insurance 
Professor John D. Long, Indiana University 
Mr. C. Lowell McPherson, Massachusetts Mutual Life Insurance Company 
Professor H. Wayne Snider, Illinois Wesleyan University 
Professor Frank J. Schwentker, University of North Carolina 
Mr. Robert P. Stieglitz, C.L.U., New York Life Insurance Company 
Professor Robert W. Strain, University of Texas 
Professor Ralph H. Wherry, Penn State University 


Committee on Research 
Professor Robert I. Mehr, University of Illinois, Chairman 
Professor John F. Adams, Temple University 
Professor Ralph H. Blanchard, Columbia University 
Dr. Victor Gerdes, Association of Casualty and Surety Companies 
Mr. Clayton G. Hale, The Hale and Hale Company 
Professor Bion B. Howard, Northwestern University 
Professor David A. Ivry, University of Connecticut 
Professor Harold C. Krogh, University of Kansas 
Professor Dan M. McGill, University of Pennsylvania 
Professor Irving Pfeffer, University of California 
Professor Joseph F. Trosper, Southern Methodist University 
Mr, William H, Wandel, Farm Bureau Insurance Company 
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Special Committee on Insurance Company Fellowship for Insurance Teachers 
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Professor Harry J. Loman, University of Pennsylvania, Chairman 
Mr. H. Paul Abbott, Insurance Company of North America 

Mr. Walter G. Dithmer, Western Underwriters Association 
Professor J. Edward Hedges, Indiana University 
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Professor Oscar R. Goodman, The State College of Washington 
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Professor Edison L. Bowers, The Ohio State University 

Dean C. A. Kulp, Wharton School, University of Pennsylvania 


Coordinator, Summer Fellowship Program 
Dean Laurence J. Ackerman, University of Connecticut 











BEST'S PUBLICATIONS 


Monthly 


Annually ‘ 
BEST’S INSURANCE REPORTS 


BEST’S INSURANCE GUIDE... 
BEST'S LIFE UNDERWRITERS GUIDE 


BEST’S LIFE CHART 


BEST’S INSURANCE NEWS 








—the background for insurance leadership 


Fire & Casualty Edition—Detailed information covering the 
financial condition, management and operations of virtu- 
ally all U.S. and Canadian insurance institutions, together 
with Best's unique company ratings. $50.00 
(Also available under service arrangements at $65.00 for 
the Intermediate Service and $80.00 for the Complete 
Service.) 

Life Edition—similar in scope to the F&C edition—with 
summary opinions of company standings substituted for 
ratings. $25.00 





with Key Ratings. A pocket edition showing Best’s ratings 
of the F&C companies with five year summaries of operat- 
ing results. $7.50 


- « « for life underwriters with out-of-the-ordinary prob- 
lems. Shows unusual policies and practices of 200 life com- 
panies ... in tabular form. $2.00 


Includes the principal items from the financial statements 
of well over 200 recommended companies as well as 
essential operating ratios. $2.00 


In two editions ... Life and F&C. Thoughtful analyses of 
trends, recent legal decisions, opinions and comments, 
sales slants from other fields, latest company develop- 
ments. Each edition $4.00 per year ($5.00 in Canada.) 


Since 1899 





Monthly 
LIFE 





Annually 
FLITCRAFT COMPEND 


SETTLEMENT OPTIONS 


73 PORT OD STMEET, MEW VOME Th he 


A pocket-sized rate book showing rates, current dividends 
and histories of the life companies. Complete with basic 
tables for interest and installment figures, paid-up insur- 
ance, cash-values, etc. Includes policy analyses. $4.50 


The only annual book devoted to life insurance program- 
ming. All the settlement options figures and all the current 
practices on every policy issued since 1900 by the 120 
leading life insurance companies (98% of all ordinary 
business.) In question and answer form. $7.00 


INSURANCE COURANT 
Basic sales information for students of life insurance. Sales 
Methods, Sales Education, Sales Facts and Figures. Leading 
life agents give tips based on actual selling experience, 
new figures each month keep the COMPEND and SETTLE- 
MENT OPTIONS up to date. 

$4.00 per year ($5.00 in Canada.) 


Since 1886 fl itcraft 








(178) 











Subscribe to... 
THE UNITED STATES REVIEW 
Leading Journal of Insurance 


52 Newsy, Instructive Issues 
for Only $4.00 


The UNITED STATES REVIEW 
Office is YOUR HEADQUARTERS 
for BOOKS ON INSURANCE 
New Editions ¢ All Publishers 


Write to "Book Dept." 
UNITED STATES REVIEW PUBLISHING CO. 
Philadelphia 5, Pa. 











This is written in warmest “_. eyceevere of the splendid 


work being done in behalf of the insuring public and the 
Institution of Insurance by members of The American 
Association of University Teachers of Insurance. At the 
same time it carries our warmest gratitude for the splendid 
cooperation given us by the many, many members of your 
Association who use R & R Training Courses, C.L.U. Ex- 
amination Questionnaires and other text materials in their 
life and disability insurance classes. 


Sincerely yours, 


Husert Rust, C.L.U. 
President 


THE INSURANCE RESEARCH AND REVIEW SERVICE, INCORPORATED 
Founded in 1914 — Indianapolis 9, Indiana 


AuLpEN C. PALMER Epwin H. Wurre, C.L.U. 
Chairman of the Board Vice President 























READ WITH CONFIDENCE 
BY THE INSURANCE 
INDUSTRY SINCE 1868 


Reinsurance 
_ By Keaneth Thompson. New third edi- 
ils odttiod covtes ln dull conses 


= sae 
co es ngt 

ee cues on, solasmanh 
in the States. Indexed for speedy 


insurance Laws, Taxes and Fees 
Revised cnavally by December 15th op one 


A systematic and 
ola. tid Comprehensive summary —_ The Principles of Surety Underwriting 
insurance laws of the 48 states and terri- By Luther E. Mackall, A.B., LL.B. Sixth 
tories, the Dominion of Canada and the edition. As a text, reference and guide, this 
Canadian Provinces. Shows details of taxes book answers questions on all forms of 
and fees (whether surety and fidel‘ty coverages in a lucid style 
property, oe | that makes it easy to and use. Written 
and municipality in the Uni to answer the thousands of questions posed 
and i by producers and underwriters insezested 

in surety production. 











OTHER SPECTATOR PUBLICATIONS 


Spectator Fire Index The Adjusters Manual 
Spectator Handy Chart The Agents Key to Fire insurance 
Accident Insurance Register Fire Insurance Inspection and 
insurance by States Underwriting 
Weekly Bulletir. Claims Philosophy and Practice 
insurance Year Book Quick Pro Rata Premium Table 
Short Rate Table Card Spectator Property Insurance Review 
Building Construction As Applied Common Casualty Claims 

to Fire Insurance DON'T WAIT — ORDER TODAY 








me SPECTATOR 


56" and Chestnut Sts. ¢ Philadelphia 39, Pa. 
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McGRAW-HILL INSURANCE SERIES 
RALPH H. BLANCHARD, Editor 








@ G. W. Crist, Jr. 
CORPORATE INSURANCE Second Edition. 441 pages, $6.00 


© Edwin J. Gasllner 
ACCIDENT AND HEALTH INSURANCE 366 pages, $6.00 


@ C. £. Golding and Douglas King-Page 


LLOYD'S 220 pages, $5.00 
@ Joseph 8. Maclean 
LIFE INSURANCE Seventh Edition. 679 pages, $6.00 


@ G. FY. Michelbacher 


CASUALTY INSURANCE PRINCIPLES 
Second Edition. 705 pages, $8.50 


© Albert H. Mowbray and Ralph H. Blanchard 


INSURANCE Fourth Edition. 569 pages, $6.00 
@ Edwin W. Patterson 
ESSENTIALS OF INSURANCE LAW 501 pages, $6.50 


@ Prentiss B. Reed 
ADJUSTMENT OF PROPERTY LOSSES 

Second Edition. 667 pages, $9.50 
@ W. J: Wheeler and J. £. Todd 
SAFEGUARDING LIFE INSURANCE PROCEEDS 

190 pages, $4.50 

@ William 3. Winter 
MARINE INSURANCE Third Edition. 531 pages, $8.00 


* Send for copies on approval « 














McGraw-Hill 
BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N. Y. 
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GUIDE TO LIFE INSURANCE 


C. C. Robinson and R. W. Osler, V.P., 
Rough Notes Co. 
(Second Printing Revised Edition, 

January, 1956) 

A supplemental text for the “Principles” 

course. A condensed reference for the “Life” 

or advanced life courses. Collateral reading 

for Economics. 


co NTS — An up-to-the-minute authority written in 

1. Cost Factors concise, rapid-reading style. Invaluable for 

2. Policies & Uses supplemental assignment and collateral read- 

8. Industrial-Group- ing. Range of material never before covered 
Wholesale, Etc. in one book. Perfectly organized, written 

4. Policy Provisions to hold the interest of the least interested 

5. Types Companies student. Questions and problems at end of 

6. Govt. Pension Plans each chapter 

7. Uses of Life Ins. , 

8. The Industry 207 pp. Cloth Bound: $2.50 














GUIDEBOOKS 10 GENERAL INSURANCE 


Supplemental Assignment and Source 
Reference Material — Pocket Encyclopedias 


Agent’s Fire Insurance Guide $2.00 
Agent’s Casualty Guide, by Gee $2.00 
Agent’s Automobile Guide, by Gee $2.00 
Agent’s Bonding Guide, by Gee $2.00 


Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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GUIDE TO ACCIDENT & 
SICKNESS INSURANCE 


(Revised edition, July, 1955) 
R. W. Osler, Vice President 
The Rough Notes Co. 
Co-author of Guide to Life Insurance and 
Modern Life Insurance 


A supplemental text for “Principles” or the 
basic “Life” course. Collateral reading for 


CONTENTS — Economics. 


Economic Importance; A brief text including all the latest ons a 
Policy In ents; ments ix the A&S field. Particularly timely 
Nature of Benefits; today when the rapid expansion of A&S (now 
Policy, Standard, & second largest in premium volume in the busi- 
Uniform Provisions; _ ness) makes desirable fuller treatment of it 
Application; Underwiit- in Principles or Life courses. Thorough index; 


ing; Clai 


ims; Classes; glossary of terms. Questions and Problems 


Social & Cooperative; at end of each chapter. 


Regulation; History 


168 pp. Hard bound: $2.50; paper bound, $2 











ROUGH NOTES —rice, Casualty, Surety 


INSURANCE SALESMAN ite, Accident, Sickness 


The two leading journals of the insurance 

business, each with the largest audited 

paid circulation in its field. 
The Insurance Salesman and Rough Not magazines, which began pub- 
lication in 1878, are devoted to insurance education, salesmanship, and 
manage ment in their respective fields—an editorial program which has 
made them the leading insurance journals in directly-paid circulation. 


Excellent supplemental reference sources and collateral reading on any 
subject in any branch of insurance. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
































A NEW GENERAL INSURANCE TEXTBOOK ... 
PROPERTY AND CASUALTY INSURANCE 
A Guide Book for Agents and Brokers—By Philip Cordis 


Covers all branches of the business except life imsurance. Explains 
clearly and simply the purposes of the policy and the needs for the 
coverage—what the provisions mean, and why they are necessary; 
exactly what the policy covers, and how losses will be paid, with 
examples whenever necessary. 
Philip Gordis learned how to write this book through many years 
of practical insurance work in the toughest competitive market in 
the country; through constant study and, most of all, from the thous- 
ands of students who have studied under him to prepare for the 
New York state license examinations for agents and brokers. Ati 
information is checked against laws, rules and regulations of ALL 
STATES, and variations noted. 
This is really seven books in one: Fire and Allied Lines, laland and 
Ocean Marine, Crime Coverages, Fidelity and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 


Cloth bound, 529 pages, 6” x 9” $7.50 


A NEW AGENCY MANAGEMENT HANDBOOK ... 

STEP BY STEP 
An Office Manual for Insurance Agencies, by Richard J. 
Layton 


Written for agents from an agent’s point of view, this book gives 
practical solutions on how to cut the seemingly endless detail in local 
agency operations. For students not yet in business, a valuable 
guide as to what must be done, and how to do it. 

It is an Office Manual for local insurance agencies, written in plain 
everyday terms without the frills and superfluous material which 
usually clutter an office management textbook. Every step of rec- 
ording a policy is discussed in detail along with numerous brand new 
ideas in agency office systems. Large size illustrations of suggested 
forms are plentiful throughout the book. 

Known throughout the country as an authority on agency manage- 
ment, Mr. Layton has lectured on the subject at dozens of “short 
course” insurance schools (7 consecutive years at the Advanced 
Agency Management School at the University of Connecticut), and 
has given similar lectures before nearly every state association in 
the country. 

Cloth bound, 84 pages, 8%” x 11” $2.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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Announcing the new 


REWRITTEN edition of 
MODERN LIFE INSURANCE 


by ROBERT I. MEHR, Professor of Economics, University 
of Illinois, and ROBERT W. OSLER, Vice President and 
Editor of Life Insurance Publications, The Rough Notes 
Company, Indianapolis 

THE BEST POLICY in choosing a text for your courses in 


life insurance, is to select a book that 
e reflects current changes in the field 


e explains insurance clearly, in the language of the business 


e has permanent reference value for the man who buys insurance 
as well as for the man who sells it 


treats Accident-Sickness and Life Insurance as complementary parts 
of the Income Insurance field 


retains the first edition’s informal style and organization designed to 
stimulate student interest 


won the applause of many college professors like David E. Fitch, 
Texas A & M College, who wrote, of the first edition: ‘The 
organization and order of presentation of the subject matter 
differ from most other texts in the field. To show that the 
nature and functions of the life insurance industry are not 
totally unlike those of any other industry, the book has been 
broken down' into an explanation of the product, the cost, 
the market, and last, the industry itself. . . . This is well- 
balanced, well-organized, and authoritative.” 


includes new chapters covering Life Insurance in the American 
economy, policy options, and “the best policy” 


provides questions for discussion at the end of each chapter 


affords expanded material on rate making and policy provisions 
TO BE PUBLISHED SPRING, 1956 


She Macmillan € 


60 FIFTH AVENUE, NEW YORK 11, N. Y. 
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Greater Purchasing Power 


--- during retirement years 


(TIAA) 





That's the purpose of the new TIAA-CREF 
combined annuity plan. 


The unique CREF variable annuity is based 
upon common stocks; it will pay more annuity 
dollars when common stock prices and earnings 
are high—usually, when the cost of living is 
high. The accompanying TIAA annuity pays a 
level number of dollars regardless of economic 
trends—giving greater purchasing power when 
the cost of living is low. 


This balanced system tends to hedge 
against both inflation and deflation. 


Any employee of a college or university is eli- 
gible. Write for details; we employ no agents. 





TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
COLLEGE RETIREMENT EQUITIES FUND 
522 Fifth Avenue, New York 36, N. Y. 
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May be obtained ON APPROVAL! 


: * Loose Leaf Service 
- W. oe BEL S) * Revised Twice A Year 
iERAL Insurance Guipt * Always Up To Date 
HANDY REFERENCE GUIDE 
FOR NEW YO2K STATE AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 

given by the Brooklyn Insurance Brokers 

Association for outstanding service ren- lW. b [ 
dered in the field of insurance education. Cr ¢ 


COST $12 


Each Semi-annual Revision $4.50 107 William St., New York 38, N.Y. 


Whitehall 3-3273 











PROCEEDINGS 


The Secretary has a limited number 


of Volumes 4-20 of this Journal 


available while they last for 25¢ each. 


Order the copies you wish. Those avail- 
able will be sent together with a statement. 




















INSURANCE 


S. B. Ackerman, New York University 


Reflects important developments in the insurance field which affect 


both b oF sae ociet, OF paler conan: tak toe, eons oe 
ior jo make thin mest the feuemet 





ner. 39 tables: 80 ction inthe et Seqnomical ma 


CASUALTY INSURANCE 


C. A. Kuxp, University of Pennsylvania 


Widely adopted for university courses. This book puts within the 
covers of a sinyle volume an analytic treatment of hazards and policies, 
companies sn, thr rates. Li documented with the emphasis 
throughout on basic principles. 48 tables; 680 pages. Rev. Ed. $6.00 


LENGTH OF LIFE 


Louts I. Dustin, ALFRED J. Lorxa, and MortiMER SPIEGELMAN 
—all the M n Life Insurance Company 


Traces and interprets the p. made in a br and longevity from 
earliest times to the present - w Austere Ge basic contributions in 
vital statistics, public health, ical science, as they bear on 
longevity. 32 charts, 94 tables; 379 pages. Rev. Ed. $7.00 


THE MONEY VALUE OF A MAN 


Louis I. Dupin and ALFRrep J. Lorxa 
—both the Metropolitan Life Insurance Company 


This useful volume is based on the authors’ work in life insurance in 
Serene the money value of persons at various ages according to 

their earnings. ph ty — Poe those concerned with evaluating 
insurance needs with making fair awards for per- 
pence apn: Penn rg Sy bles 214 pages. Rev. Ed. $7.00 


INSURANCE PRACTICES 
IN SCHOOL ADMINISTRATION 


Henry H. Linn, Columbia University; and 
ScHUYLER C. Joyner, Los Angeles City Schools 


Explains insurance problems involved in the business administration of 
school systems and individual schools. ne risks to which schools 
are especially subject, sets forth aero followed by schools 
all over the country. oh aaa 446 pages. $6.50 








THE RONALD PRESS COMPANY 
New York 10, New York 
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Life insurance education has been the most influential contribu- 
tion in advancing the prestige of the life insurance career. The 
background provided by college level courses interests a quality 
prospective agent who will be capable of rendering a truly pro- 
fessional type service. Just as important is the development of a 
host of thoughtful buyers. 


Our Northwestern Mutual experience indicates the trend: 


In The Northwestern Mutual, 1 agent in 7 is a C.L.U. 
In the industry, 1 agent in 41 is a C.L.U. 


Approximately 40% of all Northwestern Mutual sales are 
in the field of Advanced Underwriting. 


The Northwestern Mutual lapse rate as quoted from the 
1955 “Bests Life Insurance Reports” is 1.9°,—a persistency 
which indicates that the proper amount and type of con- 
tract was sold. 


45% of the entire volume sold in 1955 was purchased by 
Northwestern Mutual policyholders buying additional life 
insurance from this Company. This suggests to us that our 
agents are rendering the type of service which produces a 
clientele relationship. 


We believe in the future of the man who enters the life insurance 
business directly from his college experience. The Company has 
a permanent College Relations Division which is actively visiting 
colleges and universities throughout the country. In this manner we 
are able to introduce high caliber men to Northwestern Mutual 
opportunities. It is primarily through the interest stimulated by the 
insurance instructors that our program is successful. It is indeed 
a pleasure to thank these men for their help and co-operation. 


THE NORTHWESTERN MUTUAL LIFE INSURANCE COMPANY 


720 EAST WISCONSIN AVENUE © MILWAUKEE 2, WISCONSIN 
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VISUAL AIDS 


FOR INSURANCE TEACHERS 





PRESENTED 86Y THE NEW YORK LIFE INSURANCE COMPANY 


MOTION PICTURES 


Especially designed for the college classroom 


TAILOR-MADE DOLLARS — classroom edition 


A realistic narrative explaining the operation 
of a Planned Security Program 
Running time: 40 minutes— 16mm. sound film 


STRICTLY BUSINESS — classroom edition 


A personalized story describing business insur- 
ance and what it can mean to a partnership 
Running time: 40 minutes — 16mm. sound film 


FROM EVERY MOUNTAINSIDE — an institutional film 
— in Technicolor 


A comprehensive view of life insurance at work 
— for the individual, his family and the na- 





tional economy « 
Running time: 33 minutes — 16mm. & 35 mm. 
sound film 


YOURS TO SHOW - - - FREE OF CHARGE 





WRITE TO: 














THE IRWIN SERIES IN INSURANCE 


Editorial Committee 


EDISON L. BOWERS 
The Obio State University 


and 


DAVIS W. GREGG 
American College of Life Underwriters 








PROPERTY INSURANCE, Third Edition 
By JOHN H. MAGEE 
Director for Maine of the Federal Housing Administration 


The new Third Edition of this well-known text is something more than a revision 
since it has been thoroughly rewritten“from beginning to end. It is now. completely 
up to date. Typical contracts such as the New York Standard fire policy, the open 
cargo form, and the 1955 automobile comprehensive policy are thoroughly analyzed 
and around these contracts all other important property forms are studied. In con- 
tinuing to include casualty as well as property lines the new edition conforms to the 
needs of the course as generally given. 


GENERAL INSURANCE, Fourth Edition 
By JOHN H. MAGEE 


The Fourth Edition brought this standard text up to date and it is now keyed to all 
important developments in the insurance field, including multiple-line underwriting, 
the increasingly popular package policies, and other new policies and practices. It 
offers the student a comprehensive general knowledge of insurance principles and 
coverages. This is one of the texts selected by the Insurance Institute of America for 
its course in Insurance Principles. 


LIFE INSURANCE, Revised Edition 
By JOHN H. MAGEE 


This book brings together all of the material the beginning life insurance student 
will need, presenting this material in a way that is both understandable and usable. 
Mathematical formulas have been omitted, and even the more complex phases of 
life insurance are presented in clear and simple terms. On the approved list of the 
American College of Life Underwriters. 


PRINCIPLES OF INSURANCE 
By RoBert I. MEHR and EMERSON CAMMACK 
both of the University of Illinois 


Written for the general survey course, this book is unique in that it does not cover 
each branch of insurance and each contract inde ly, but rather seeks to 
develop principles which apply to any insurance contract or insurance practice the 
buyer encounters. This is also one of the texts approved by the Insurance Institute 
of America for its course in Insurance Principles. 








RICHARD D. IRWIN, INC. Homewood, Ill. 
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WE TAKE PLEASURE in announcing that the S. S. Huebner 
Foundation for Insurance Education and the Pension Research Council of 
the Wharton School of Finance and Commerce have selected Richard D. 
Irwin, Inc., as the distributor of the distinguished volumes originally pub- 
lished under their sponsorship by the University of Pennsylvania Press, 
and as the publisher for future volumes under the auspices of the Founda- 
tion and of the Council. 








Published Under the Auspices of 
THE PENSION RESEARCH COUNCIL 
FUNDAMENTALS OF PRIVATE PENSIONS 
By Dan M. McGill 
Published Under the Auspices of 
THE S. S. HUEBNER FOUNDATION FOR 
INSURANCE EDUCATION 

PENSIONS: PROBLEMS AND TRENDS 

Edited by Dan M. McGiil 


GROUP ANNUITIES 
By Kenneth Black, Jr. 


ACCIDENT AND SICKNESs INSURANCE 
Edited by David McCahan 


LIFE INSURANCE HOUSING PROJECTS 
By Robert E. Schultz 


THE BENEFICIARY IN LIFE INSURANCE 
Edited by David McCahan 


INVESTMENT OF LIFE INSURANCE FUNDS 
Edited by David McCahan 


THE ECONOMIC THEORY OF RISK AND INSURANCE 
By Allan H. Willett 


AN ANALYSIS OF GROUP LIFE INSURANCE 
By Davis W. Gregg 


LIFE INSURANCE TRENDS AT MID-CENTURY 
Edited by David McCahan 


AN ANALYSIS OF GOVERNMENT LIFE INSURANCE 
By Dan M. McGill 


In Preparation 


LIFE INSURANCE INVESTMENT IN COMMERCIAL 


REAL ESTATE 
By H. Wayne Snider 


TOTAL DISABILITY PROVISIONS IN 


LIFE INSURANCE POLICIES 
By Kenneth W. Herrick 








RICHARD D. IRWIN, INC. Homewood, Ill. 





INSURANCE PRINCIPLES 
and PRACTICES, third Edition 


By ROBERT RIEGEL, University of Buffalo; revised in 

collaboration with JEROME S. MILLER, Insurance Ex- 

ecutive, HARRY HILLER and Son, New York City. 
Riegel and Miller’s classic “one-volume insurance library” has now 
led the field through three editions for over 30 years. Clearly writ- 
ten and easily read, the text stresses the importance of practical 
training for an insurance career. At the same time, it highlights 
the importance of insurance in our economic life. 


CONTENTS: 
PART I. INSURANCE IN 
GENERAL 
. The Uses of Insurance 
. Fundamental Principles 
. Types of Insurance Organiza- 
tions 
Structure of the Insurance 
Business 
5. Reinsurance 
PART II. LIFE INSURANCE 
a of Life Insurance Poli- 


; Policy Proceeds 
. Net Premiums 
. Gross Premiums 
10. Reserves 
1l. Surrenders, Loans, and Invest- 
ments 
12. Surplus and Dividends 
18. Special Forms of Life Insur- 
ance 


PART III. INSURANCE 
AGAINST DISABILITY 

14. Accident and Health Insurance 

15. Workmen's Compensation In- 
surance 

16. Social Insurance 

PART IV. INSURANCE OF 
PROPERTY—FIRE 

17. Insurable Interest in Fire In- 


surance 
18. The Fire Insurance Contract 
19. Endorsements: Clauses 


788 pages ° 


6” x 9" 
=n i ahs 


Prontice-Hall. luc. 


20. Endorsements: Forms ; 
21. Insuring Consequential Losses © 
22. Settlement of Losses 
28. Fire Insurance Rates 
24. Fire Insurance Reserves 


PART V. INSURANCE OF 
PROPERTY—OTHER 

25. Miscellaneous Property Insur- 
ance 


PART VI. INSURANCE 
AGAINST TRANSPORTA- 
TION RISKS 

26. Ocean Marine Insurance 

27. Inland Marine Insurance 


PART VII. INSURANCE . 
AGAINST LEGAL LIABIL- — 
ITY AND PROPERTY DAM- ~ 
AGE ’ 

28. Liability Insurance 

29. Automobile Insurance 

30. Aviation Insurance 

PART VIII. INSURANCE 
AGAINST DISHONESTY 

$1. Theft Insurance 

$2. Fidelity Bonds 

PART IX. INSURANCE 
AGAINST FAILURE OF 
OTHERS 

88. Surety Bonds 

34. Credit Insurance 

35. Title Insurance 


INDEX 
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